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EXPLANATION OF SYMBOLS 


The following symbols have been used throughout this Survey: 
Three dots (...) indicate that data are not available or are not separately reported 
A dash (—) indicates that the amount is nil or negligible 
A minus sign (—) indicates a deficit or decrease 
A full stop (.) is used to indicate decimals 
A comma (,) is used to distinguish thousands and millions 
A slash (/) indicates a crop year or fiscal year, e.g., 1954/55 


Use of a hyphen (-) between dates representing years, e.g., 1950-1954, normally sig- 
nifies an annual average for the calendar years involved, including the beginning 
and end years. “To” between the years indicates the full period, e.g., 1950 to 
1954 means 1950 to 1954, inclusive 


References to “tons” indicate metric tons, and to “dollars” United States dollars, 
unless otherwise stated 


The term “billion” signifies a thousand million 


Details and percentages in tables do not necessarily add to totals, because of rounding 
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IMPORTANT NOTE 


Many of the figures for 1955 should be considered purely provisional and subject 
to corrections which in some cases may be of considerable significance. The figures 
for the gross product and its components used in chapter I, Part I differ from the 
estimates contained in previous surveys. These discrepancies are due to the fact that 
new and revised statistics have been received from the countries concerned. The 


modifications relating to Argentina and Brazil are particularly important. 
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ECONOMIC TRENDS IN LATIN AMERICA 
DURING 1955 
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I. GENERAL TRENDS 


1. RATE OF GROWTH 


The recovery in per capita gross income which had set 
during the previous year continued in 1955 with an 
crement of 1.1 per cent. In order to assess the signifi- 
ance of this increase, it should be recalled that, after two 
ears of depression, per capita income had risen by 5 


Table 1. 
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per cent as a result of the vigorous reaction that took 
place in 1954. The 1.1 per cent expansion achieved in 
1955, although comparing unfavourably with the initial 
impulse that preceded it, shows that the recovery per- 
sisted and represented a cumulative annual rate of about 
3 per cent in relation to 1953. (See tables 1 and 2, and 
figure I). In 1955, the absolute level of total income was 
thus 48 billion dollars at 1950 prices. 


Latin America: Growth in 1945-55 
(Billions of dollars at 1950 prices) 


Available goods and services 


As a@ percentage 


Sources: See appendix to this chapter. 
4 Includes changes in inventories. 


of the total 
Year Gross product Gross income Consumption Investment Consumption Investment® 
OAS open ses sien a oy 29.8 26.8 ph 3.6 86.2 13.8 
NOG Te oe wens 5 oes ae ee S22 30.1 24.5 5.0 83.1 16.9 
NOAT oe ac Seed eats ates 34.0 aie, 26.5 6.7 79.8 20.2 
E948 25 = ges ee 36.1 34.3 FATES he 78.9 Ze 
HOLD Se Fob eae Bct= 2a B12 35.6 29.4 6.5 81.9 18.1 
POSGL ASL we ba Sees 39.0 38.3 31.4 6.4 83.0 17.0 
OTe Ben be en oom ope 41.1 40.6 33.9 7.9 81.9 18.1 
DS erating om 2 en ohe 2 42.2 41.1 34.3 8.0 81.2 18.8 
15S wpe eee ese ae Fie 43.2 42.3 35.0 Hal 83.1 16.9 
MDGS coe eee re ee ess 45.9 45.6 37.6 8.2 82.1 17.9 
1955C ooo aac we see oes s 48.2 47.2 39.4 8.3 82.6 17.4 


Sources: See appendix to this chapter. 


These statements are supported by the fact that some of 
the features characterizing the years of income recovery 
could be observed in 1955. The influence of the external 
sector followed much the same lines as in the preceding 
year, except that it was exerted through the volume of 
goods and services exported rather than through the 
terms of trade. The latter, though similar to those pre- 
yvailing in 1950 when prices were high, deteriorated in 
1955; but this development was offset by an increase in 
exports, thanks to which Latin America as a whole was 
able to maintain its supplies of imported goods, without 
as a rule incurring undue pressure on the balance of 


Table 2. Latin America: Annual rates of per capita growth, 1945-55 
(Percentages) 
Sl 

1945-55 1945-51 1952-53 1954-55 1955 
ross) PLOOREL 22-2 cece cere c nee 2.4 3.0 0.0 3.3 eG 
Kea COTACN = ob = ave ee omg wie eo. «1c 3.4 4,7 —0.6 Bun ial 
Available goods and services........ 3.6 apps —1.7 3.9 1.6 
KonsumpTion ©. o> ova fee rinedh rence Bak 4.4, —0.9 3.0 1.8 
Total myestment \.. of ce eee nds ca ces 6.3 10.3 —5.0 5.8 0.8 
Investment in fixed capital.......... 5.0 8.0 —2.0 2.5 0.5 
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payments. Only four countries showed acute disequilibria 
in their foreign accounts. 


But the region’s over-all recovery obscures the dispari- 
ties to be noted in some of the larger countries. In Argen- 
tina, income has pursued a slow upward trend since 1953, 
but has not yet regained the per capita levels of 1950 and 
1951. For Brazil, the year 1955 represented a pause in 
the rapid process of growth registered during the imme- 
diate past. Per capita income in Colombia contracted. In 
Mexico, there was a continuance of the intensive economic 
development that had succeeded a temporary interrup- 


4 
Figure I 

LATIN AMERICA: GROSS PRODUCT AND GROSS 
INCOME 


(Billions of dollars at 1950 prices) 
Natural scale 


1958 


tion in 1953, and the same was true of Venezuela. Simi- 
larly, Chile witnessed a reaction from the decline suffered 
by per capita gross income in 1954; while in Cuba, in- 
come figures, though not as low as in 1953 and 1954, 
remained far below their 1952 level. (See table 3.) 


Table 3, Latin America: Annual rates of growth of 
per capita gross income in selected countries, 


1945-55 
(Percentages) 
——— a eee 
Countries 1945-55 1954 1955 
ee RE ee EO 
Latin Amlericas sen naescoeeen 3.4 5.0 11 
PATS ETILING tats tetrad ste teem tts 1.7 1.5 18 
Brazil Wessex tere eraee ctor. 3.8 8.0 0.7 
Ghilegnrsco sins Ghee ee ene 2.0 0.1 Pai 
Colombigweu: eeccheere 4.5 10.2 —3.9 
Cubatin. a, yates nee —0.5 —2.2 2.8 
Mexico Sa nstancattotemeote ak 20 4.5 7.6 
Veneztelats*..1.0 sacar 4.0 6.3 3.1 


Sources: See appendix to this chapter. 
a 1947-1955. 


2. EXTERNAL DEMAND, AGGREGATE DEMAND AND THE 
RATE OF GROWTH 


As already pointed out, the general movement towards 
recovery is linked with the behaviour of the external sec- 
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tor. Its principal determinant in 1954 was the improve- 
ment in the terms of trade, which not only raised the: 
level of aggregate demand in the Latin American econ-- 
omy, but at the same time, in conjunction with the higher’ 
imports, caused gross income and available services to) 
expand more rapidly than the gross product. (See again: 
table 1.) This exemplified the typical process whereby’ 
the terms of trade effect, when favourable, impinge upon, 
the internal economies of the Latin American countries; 
and pervade every aspect of their economic life. 


In 1955, the behaviour of the external sector produced 
similar results, but the roles of its essential components 
altered. Although the terms of trade remained very close 
to the 1950 level, their influence determined a loss of in- 
come in relation to the preceding year. On the other hand, 
this loss was fully offset by the larger volume of goods 
and services exported. 


External demand therefore remained the principal fac- 
tor in the recovery and promoted intensive activity in 
export sectors, which led to an increase in their gross 
product. The maintenance of income and demand in these 
sectors redounded to the benefit of those producing for 
the domestic market, as well as to that of total demand. 
(See figure II.) 


Figure II 


LATIN AMERICA: EXPORTS, IMPORTS AND 
THE CAPACITY TO IMPORT 


(Billions of dollars at 1950 prices) 
Natural scale 
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It was in this way that the external sector influenced 
e region’s economic life in 1955. The difference between 
e incentives it provided in 1954 and 1955, respectively, 
ust now be examined. In both cases, it was responsible 
r a high level of internal activity and an increment in 
sx capita income. But while in 1954 the incentives and 
ains deriving from the favourable terms of trade did not 
ive rise to additional productive efforts channelled to- 
ards the world market, the expansion of sales in 1955 
leant that more resources were absorbed by export sec- 
rs and that both the rate of growth of per capita gross 
come and the capacity to import were thus maintained. 
1 other words, in 1955 the economy of Latin America 
s a whole had to resort to heavier exports without 
chieving much more than a preservation of the status 
wo. 


Developments in 1955 represented a weak reaction 
-om the downward trend followed by the export coeffi- 
ient in previous years. Although this coefficient still re- 
lained only a little more than 16 per cent of the gross 
roduct, and was far from regaining its high post-war 
vel, the year.1955 was characterized by an almost uni- 
ersal anxiety to encourage exports, which, in absolute 
rms, attained their peak volume. It is generally agreed 
hat a permanent increase in the capacity to import can 
etter be achieved by this means than by complete de- 
endence upon so uncertain and hazardous a process as 
n improvement in the terms of trade. It must be borne 
n mind, however, that the degree to which Latin Ameri- 
a’s exports can be absorbed by the world market is de- 
ermined in the case of raw materials by the state of 
conomic activity in the more highly-developed countries 


and, in that of foodstuffs, by the low income-elasticity of 
world demand. 


3. THE CAPACITY TO IMPORT AND THE BALANCE OF 
PAYMENTS 


_ Latin America frequently encounters the difficulty that 
its aggregate capacity for external payment is insufficient 
to finance imports and the servicing of foreign capital. 
The propensity to import is very marked, both on account 
of the urgent need to purchase capital goods, raw mate- 
rials and fuels on the world market and because of the 
high income-elasticity of demand for manufactured con- 
sumer goods, particularly those of a durable nature. Over 
the short term, these circumstances tend to impose a cer- 
tain degree of rigidity on imports, sustaining them for 
some time at a high level even when the terms of trade 
are deteriorating and there is a consequent contraction 
of the capacity to import. Among the factors determining 
the extent of the resultant disequilibrium in the balance 
of payments is the evolution of the export volume. Its 
considerable expansion in 1955 almost entirely offset the 
trend towards an imbalance. 


The terms of trade deteriorated in 1955 by 7 per cent 
in relation to the preceding year, the result being a loss 
of 560 million dollars. Combined with the net liabilities 
on movements of capital and financial services, this ad- 
verse effect would have considerably reduced the capacity 
to import, had not an increment to the value of 580 mil- 
lion dollars been registered in the volume of goods and 
services exported. As it was, the capacity to import de- 
creased by only 30 million dollars. (See tables 4 and 5.) 


Table 4. Latin America: Indices of the terms of trade by 
selected groups of countries, 1945-55 


(1950 = 100) 


ER SS ee 


Coffee and cacao 


Year Latin America producers 
NOSS Sere cess ess 61.7 51.6 
NO4G see ties teenie 81.2 56.7 
POAT 2 Soci Sie at chee 85.3 60.0 
[QAR nF cneeecso ec 85.3 Dine. 
OA or eeatrcsnat. wie 86.3 64.2 
NOS Oi eerncies Gescre 100.0 100.0 
ie hy Rises: Scien etoier 105.2 99.4 
byes Gaacemcc. coe 95.6 96.5 
MOS 3 eer ose Sie cyorsless 99.5 99.5 
OS ae ects a aie iearetare.s 106.1 123.9 
MO 5 Sisters sesso -0's'e1 98.8 108.4 


Source: Official statistics. 


Similarly, the unfavourable influence of the terms of 
rade on gross income was offset by increases of more 
han 3 per cent and 1.1 per cent in the total and the 
yer capita gross product, respectively. This maintenance 
f aggregate demand exerted the same sort of pressure on 
mports as in 1954, and the value of purchases abroad 
ncreased by 160 million dollars at 1950 prices. This evo- 
ution of imports and of the capacity to import meant 
hat in 1955 the deficit in the external accounts of the 
egion as a whole was estimated at only 50 million dol- 
ars at 1950 prices. But it should be remembered that a 


Producers of other 


agricultural Producers of Other 
commodities minerals countries 
73.1 78.5 75.9 
96.2 79.9 77.4 
113-3, 82.2 86.8 
104.5 86.8 97.2 
89.5 86.5 94.7 
100.0 100.0 100.0 
113.5 113.5 103.6 
90.8 118.6 99.7 
98.4 126.3 95.8 
92.8 115.9 99.8 
84.7 122.4 97.5 


favourable balance of 140 million dollars had been regis- 
tered in 1954. 


Latin America’s aggregate balance-of-payments situa- 
tion in fact conceals divergent trends among the individ- 
ual countries. In four of these in particular—Argentina, 
Bolivia, Colombia and Uruguay—the disequilibrium in 
their balance of payments attained substantial propor- 
tions, and largely accounted for the region’s negative 
balance, such as it was. Indeed, the aggregate balance- 
of-payments deficit of these four countries amounted to 
450 million dollars at current prices, whereas for the 
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Table 5. Latin America: External payments capacity and capacity to import, 1945-55 
(Millions of dollars at 1950 prices) 


Capacity to import 


Terms of trade Total external ant possi Mapa 
chet ead Mammen | REET 8 ohio eae total 

Year Exports 1950 capital capacity capital interest (net) Total income imports 

(A) (B) (C) (D) (E) (F) (G) (H) 
1945 2 erksts 6,522 —2,504 333 4,351 81 543 Baal 13.5 
ioue ade 7,271 —1,367 356 6,260 592 697 4,971 16.4 
GAT Forests 7,299 —1,073 702 6,928 339 770 5,819 17.6 
1948. .... 7,472 — 964 549 7,057 853 841 5,363 1583, 
1949... 5.00.6 6,904 — 946 664 6,622 231 610 5,781 16.1 
O50 ret. aol — 360 7,677 335 787 6,555 16.8 ! 
OST eer 7,210 375 534 8,119 213 805 7,101 igi 94 7,993 
NOD 2 eeteets 6,907 — 304 671 7,274 180 709 6,385 1532, 91 6,994 
19535 7,813 — 39 605 8,379 261 812 7,306 16.9 108 6,755 
1954... (eval 462 555 8,588 258 792 7,038 16.3 102 7,396 
POS one 8,149 — 98 550 8,601 251 862 7,508 15.4 99 7,098 


Source: Official statistics. 


remainder a favourable net balance of 360 millions (also by about 6 per cent. In 1955 it increased to 7.6 billion 
at current prices) was recorded. dollars, which represented an increment of less than 4 
per cent. Thus, in both years the provision of incentives 
by the external sector and the maintenance of a high 
capacity to import coincided with an increased volume of 
gross investment. But, since the value of available goods 


Latin America’s monetary reserves increased by about 
160 million dollars at current prices, or by 390 millions 
if the same four countries are excluded from the calcu- 
lation. The region’s foreign trade indebtedness rose by 
251 million dollars (at current prices) and by only 7 


millions if the four countries in question are disregarded. Figure II 
LATIN AMERICA: INDICES OF THE TERMS OF 
4, THE EXTERNAL SECTOR AND INVESTMENT TRADE, GROSS INVESTMENT AND THE 


PRODUCT-CAPITAL RATIO 
For the sake of simplicity, no account has hitherto 
been taken of the investment coefficient,! whose impor- Natural scale 
tance for economic development goes without saying. In 
Latin America the volume of total investment is extremely 
sensitive to incentives from abroad, reflecting both direct 
and indirect influences. 


Whenever Latin America has reaped the benefits of a 
considerable improvement in the terms of trade, the tend- 
ency has been to maintain a high volume of gross invest- 
ment, thanks to the substantial profits accruing to entre- 
preneurs and the greater incentives provided by the rise 
in total demand. (See figure III.) This stimulus was lack- 
ing in 1955, but its place was taken by the larger volume 
of exports, while profits and ageregate demand must also 
have increased. It should be recalled that the proportion 
of Latin America’s total demand deriving from foreign 
sources has sometimes exceeded 20 per cent. Apart from 
its quantitative importance, such demand has already 
been shown in previous ECLA studies to be one of the 
principal dynamic forces affecting the internal economy. 
The influence on gross investment thus directly exerted 
by the external sector is reinforced by its effect on the 
capacity to import, where any increase facilitates greater 
imports of capital goods. 


TERMS OF TRADE INDEX 
(1950 = 100) 


GROSS INVESTMENT EXCLUDING 
CHANGES IN INVENTORIES 
(Bililons of dollars at 
1950 prices) 


Trends of this kind were apparent in 1954 and 1955. 0.49 
In the former year, gross investment in fixed capital rose 0,88 
from 7.0 to 7.4 billion dollars (at 1950 prices), that is, 087 


3 « : : a PRODUCT -CAPITAL RATIO 
1 Ratio between gross investment in fixed capital and available i 


goods and services. : 1950 1955 
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id services rose from 45.8 billion to 47.7 billion dollars 
it 1950 prices), in 1954 the investment coefficient was 
most 2 per cent below that of 1953, while in 1955 it 
as lower than in both these years. The rate of capital 
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formation therefore weakened, despite the increase in 
available goods and services. Moreover, the investment 
coefficient has shown a downward trend since 1952. (See 


table 6.) 


Table 6. Latin America: Gross investment, 1945-55 
(Billions of dollars at 1950 prices) 


Gross investment 


Gross investment® 


; : Available Including Excluding 
Year Total bias ne - eee ne ae ch : ie ee os rf sie dite 
1945 oy MATS: 3.6 oil —0.1 26.3 13.8 14.3 
TGS G ata eevexcte esis 5.0 4.9 0.1 29.5 16.9 16.6 
VOM ie eressi sisi aise 6.7 6.2 0.5 33.3 20.2 18.5 
GAS revel ieveys ars e,6 7.3 6.9 0.4 34.8 PAUSE 19.8 
MOA rect cisi secre & 0s 6.5 6.5 0.0 30.9 Tesh 18.1 
OS Oleic cevayegt etieuega n.« 6.4 6.3 0.1 37.8 17.0 16.7 
OIL or erage or erarere ae 7.9 6.9 0.6 41.5 18.1 16.7 
OD 2erakveret tte cers 8.0 Ue 0.8 42.3 18.8 17.0 
OG Seinpclercsertes osmers fal 7.0 0.2 42.1 16.9 16.5 
NO Be a crsae stsy super s 8.2 7.4 0.8 45.8 17.9 16.2 
QOD. aarsee s «ascents 8.3 7.6 0.7 47.7 17.4 15.9 


Sources: See appendix to this chapter. 


a As a percentage of total available goods and services. 


If the inertia of the investment coefficient were to per- 
ist over the long term, it would constitute a serious 
bstacle to an acceleration of Latin America’s economic 
evelopment. 


. THE COMPOSITION OF IMPORTS AND THE INVESTMENT 
COEFFICIENT 


In view of the problem created for Latin America by 
his trend in the investment coefficient, it would be well 
9 identify the factors hindering its growth. One of the 
hief obstacles, as a general rule, is the inadequacy of 
he capacity to import. In recent years—even in 1955, 
vhen the region was able to import a substantial volume 
£ goods—the possibilities for larger purchases of capital 
oods have not improved, since the capacity to import 
ad to be used to meet urgent raw-material and fuel re- 
fuirements; otherwise, over-all economic activity would 
lave suffered over the short term for want of supplies. 
Yonsequently, import policy was inevitably based on the 
rend to maintain purchases of capital goods at a high 
evel without unduly cutting down supplies of goods es- 
ential to industry. 


Between 1945 and 1952, Latin America pursued a 
olicy deliberately designed to foster the rapid progress 
£ industrialization—and with it a growth of the economy 
haracterized by greater diversity of production—as an 
fective means of absorbing under-employed labour sur- 
jluses and of raising income levels. Larger sums were 
nvested in basic social capital; monetary and credit 
yolicy was planned to promote the expansion of industry, 
ts due correlation with agriculture at times being neg- 
ected; and trade policy aimed at the replacement of 
mports by domestically-produced goods, whose manu- 
‘acture was correspondingly encouraged. Advantage was 
hus taken of the steady improvement in the terms of 
rade and full use was made of the monetary reserves 
.ccumulated during the war. 


In 1952, the share of the consumer goods in total im- 
ports was considerably lower, and that of capital goods 
higher, than in 1945. But, in face of the marked increase 
in imports, specific restrictions were already beginning 
to be imposed by 1952, in which year purchases abroad 
were, nevertheless, 10 per cent in excess of the total 
capacity for foreign payments. During 1953, the restric- 
tions became more severe and affected not only total im- 
ports but the acquisition of capital goods. 


Relatively speaking, the restrictions were relaxed in 
certain countries during 1954, owing to the hopeful pros- 
pects for the terms of trade and the capacity to import 
at the beginning of the year. Thereupon imports promptly 
increased by 9 per cent, thus exerting pressure on the 
balance of payments in the second half of the year, when 
unfavourable price changes set in. 


The policy of controlling purchases on foreign markets 
was maintained in 1955, but apparently to a smaller de- 
gree than before. Colombia and Brazil, for example, 
where more liberal steps in relation to imports had been 
taken in 1954, applied restrictive measures in 1955, whose 
effects were felt almost at once in Brazil, and in Colombia 
during the latter part of the year. Conversely, Argentina, 
Chile and Mexico had adopted a restrictive policy in 
1954, but permitted larger purchases to be made abroad 
in 1955. In the first two countries, this change of attitude 
was mainly attributable to the shortage of essential goods 
from which they had suffered in previous years; Argen- 
tina’s heavier imports brought about a marked disequi- 
librium in the balance of payments. In the case of Mexico, 
the recovery in the capacity to import consequent upon 
a high volume of goods and services exported (including 
the tourist trade) was the element that permitted the 
expansion to take place. 


In one way or another, trade policy in 1955 was in- 
variably based on the principle of import replacement. 
(See table 7.) Yet the only significant change in the 


Table 7. Latin America: Coefficients of import components in relation to 
available goods and services, consumption and investment, 1945-55 


eS 


Capital goods Consumer 
as @ percent- goods 
age of fixed 

Average for investment 

1945-4915 Nees oysters 31.8 6.8 
1950-5 4raeite erase 34.8 Do 
95S eres cate 31.0 4.5 


SNE 


Source: Official statistics. 


composition of imports was the increase in the share of 
raw materials. In other words, the substantial imports 
effected in 1955 did not, as might have been hoped, pro- 
mote a more rapid rate of capital formation which would 
have raised the investment coefficient. On the other hand, 
the improved supply of raw materials does seem to have 
encouraged a relative intensification of industrial activity 
in Argentina and in certain other countries which had 
been handicapped by shortages in previous years. 


6. THE RELATIVE INADEQUACY OF SAVING AND THE 
INVESTMENT COEFFICIENT 


The situation described above accounts only in part 
for the stagnation of the investment coefficient, which 
stood at about 16 per cent. Internal factors, which re- 
quire analysis, were also responsible. Preponderant among 
these was the volume of saving. To judge by the coefhi- 
cient of investment, that of saving, which began to fall 
in 1949, has apparently continued to slacken in recent 
years. (See again table 6.) 


Since the need for a greater volume of savings, and 
Latin America’s efforts in this direction, are well known, 
the factors determining the above phenomenon call for 
investigation, 


The level of income in Latin America is low, as witness 
the fact that in 1955 annual per capita income in eleven 
countries was below 200 dollars (at 1950 prices), in 
seven it ranged from 200 to 450 dollars, and in two only 
did it exceed 450 dollars. Such income levels as these 
offer scant margin for any considerable acceleration of 
the rate of saving. As a general rule, even given the rate 
of saving prevalent in the Latin American countries, the 
consumption of a large proportion of the total population 
is very limited. Hence the moderate increments regis- 
tered serve to raise consumption levels rather than to in- 
crease the capacity for saving. This situation was inten- 
sified by the population shifts that accompanied the eco- 
nomic development of the post-war years. The larger in- 
dividual earnings of the population transferred from 
primary activities to the urban centres led to the adoption 
of higher standards of living and the creation of new 
needs, and were mainly absorbed by additional consump- 
tion. It must also be remembered that in Latin America 
the marginal propensity towards consumption is ex- 
tremely great in the higher-income brackets. 


The year 1955 was no exception to this trend. Aggre- 
gate consumption, in addition to rising more than 4 per 
cent above the preceding year’s high level (which had 
already exceeded that of 1953 by 7 per cent), increased 
its share of total available goods and services and thus 


Part I. Economic trends in Latin America during 19; 


(as a percentage of consumption) 


Raw Total imports as 
materials Fuels a percentage of 
available goods 

and services 


3.3 1.6 15.2 
3.8 17, 14.6 
4.5 1.9 14.0 


caused a decline in the investment coefficient, despite th 
substantial growth of public investment. (See figure IV.) 


Figure IV 


LATIN AMERICA: CONSUMPTION AND 
INVESTMENT 1945-55 


(As a percentage of available goods and services) 
Natural scale 
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The foregoing conclusions not only account for the 
composition of imports, but also underline the vitally 
important fact that over the last few years private sav- 
ing has grown in absolute terms only, as a result of the 
increase in income, while its relative position within ag- 
gregate goods and services has been gradually weakened. 
In 1955, private investment was barely maintained at the 
1954 level. (See table 8.) Public investment, on the other 
hand, played a major part in determining total invest- 
ment, as it registered the exceptional increment of 15 
per cent. 


able 8. Latin America: Gross investment in fixed 
capital, 1945-55 


Gross investment 


Gross investment 


Public Private —_—_—__—_—_. 
(billions of dollars Public Private 
ar at 1950 prices) (percentages of total) 
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Sources: See appendix to this chapter. 


A problem of fundamental importance for the future 
onomic development of Latin America is thus raised. 
relative stagnation of the investment coefficient does not 
revent the gross product and gross income from main- 
ining an appreciable rate of growth, since this coefh- 
ent does not mean that investment fails to increase in 
bsolute terms. On the other hand, it does indicate a cer- 
in weakness in Latin America’s effort at capital forma- 
on, on which the region’s hopes of accelerating its de- 
elopment must be based. 


7. THE PRODUCT-CAPITAL RATIO 


The share of the product-capital ratio in the trend 
wards recovery observed in 1955 still remains to be 
onsidered. Although the steadiness of foreign demand 
rovided enough incentives to maintain over-all eco- 
omic activity at a high level, the product per unit of 
apital remained the same in 1955 as in 1954, Even with 
e reservations proper to provisional estimates of the 
ock of capital, it would seem that the product-capital 
atio, after declining since 1949, has tended to become 
tabilized in recent years. In 1955, there was no deviation 
rom this trend. (See table 9.) 


able 9. Latin America: Product per unit of capital, 
| 1945-55 

(Billions of dollars at 1950 prices) 
x 


Gross Stock of Product-capital 
fear product capital ratio 
Se Ae Cee 29.8 64.4 0.46 
land a ae nv 66.4 0.48 

BEV cree se sia s/euyes 34.0 70.0 0.49 
BFE cred a eis k's 3° 36.1 74.1 0.49 
Oe Sep ceemeee 37.2 79.0 0.47 
Be Sse reeinicsis 3:0 39.0 83.8 0.46 
lees Apne Sereae 41.1 87.9 0.47 
BERS pats '«.c'sie's's's (0: 42.2 92.6 0.46 
- SS. Reape 43.2 96.8 0.45 
oY ee 45.9 101.7 0.45 
USS erp oee ee 48.2 106.7 0.45 
a S 


Sources: See appendix to this chapter. 


The above statement can now be analysed in greater 
letail. Although statistics are inadequate, as they com- 
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prise only over-all data on public and private investment, 
they nevertheless shed some light on the problem. 


It is well known that private investment is channelled 
towards agriculture or industry, for example, while public 
investment is primarily earmarked for basic projects, 
such as electric power stations, transport facilities, etc., 
which are of supreme importance, but whose productivity 
is only indirect and in any event slower to materialize. 
Such is the prevailing type of public investment, the 
marked increase in which weighed heavily in Latin 
America’s total gross investment in 1955; it may there- 
fore be inferred that the net capital added during the 
year had a product-capital ratio lower than that of the 
existing stock of capital, and that the latter had to be 
utilized more intensively for the average ratio to remain 
unchanged. 


Statistics on investment by sectors of economic activity, 
which would have permitted a more accurate analysis of 
the problem, were not available. Without such figures the 
analysis of the evolution of the gross product by sectors 
proves unsatisfactory. (See table 10 and figure V.) 


Table 10. Latin America: Rates of growth of gross 
product, by sectors, 1945-55 


1945-55 1954 1955 
IASTICUUUL ES cree toieie vel ose eis s5i0 4.4 1.8 5.4 
IMGNING ath. c ceveuaciere ce sis ee ees 4.6 5.4 11.9 
Manufacturing industries .... 6.1 7.1 5.8 
Building “cue ecess ses ees: 5.8 ine 5.9 
Other sectors#.4j.0-e eteee ae 5.0 8.2 6.7 
Grosse producter: sa. ississnane 2 5.1 6.3 5.9 


Sources: See appendix to this chapter. 


However, the product-capital ratio fluctuated in Latin 
America around a stationary level (0.45 per unit of capi- 
tal) and the prospects of an upward movement seem to 
depend upon factors which operate slowly, save in excep- 
tional years such as those during the Second World War. 


II. TRENDS IN SELECTED COUNTRIES 


1. ARGENTINA 


(a) Recent development 


The structural handicaps to which Argentina’s econ- 
omy has been subject during the last few years did not 
prevent per capita gross income from rising by 1.2 and 
1.9 per cent in 1954 and 1955, respectively, in relation 
to its level in 1953. To assess the real magnitude of the 
increase, and its importance for the recent development 
of the country’s economy, it must be noted that in abso- 
lute terms income during 1955—68 billion pesos (at 
1950 prices) in round figures—was scarcely higher than 
in 1948 and 1951. If demographic growth is taken into 
account, per capita gross income actually stood at a level 
10 per cent lower in 1955 than in the two years mentioned. 
The prolonged persistence of the stagnation that had 
in fact begun in 1948 shows that the circumstantial fac- 
tors responsible for short-term fluctuations in gross 1n- 
come were accompanied by others likely to be prej udicial 
to Argentina’s economic development over the long run. 


Figure V 


LATIN AMERICA: GROWTH OF THE GROSS 
PRODUCT BY SECTORS 


(1950 = 100) 
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This development was hampered by the precarious sit- 
uation of two basic sectors of the economy: transport and 
energy. The shortcomings of the former were apparent 
from the condition of the railway system and of the road 
network, as well as from the availabilities of motor ve- 
hicles. The railways suffered an intensive process of 
disinvestment, estimated to have exceeded 20 per cent in 
little more than six years. Apart from the necessity of 
modernizing obsolete equipment, the failure to replace 
rolling stock has meant that only 25 per cent of the exist- 
ing steam locomotives are in good condition, while 38 
per cent are in urgent need of repair; the permanent way 
in use is from 32 to 50 years old and traffic density, 
measured on the basis of the distance covered annually 
by goods trucks, has declined in the course of a few 
years by 50 per cent. Again, the aggregate length of the 
road network, which in 1947 was 52,192 kilometres, had 
decreased to 51,582 kilometres by 1954. If it is further 
recalled that the highways have seldom been resurfaced 
and are for the most part in poor repair, the present 
condition of Argentina’s road system can be readily un- 
derstood. The lorry park is far from presenting a more 
hopeful picture. According to calculations, at least 
100,000 units would have to be imported to renew it. 


Electric energy is also undergoing a severe crisis, re- 
flected in the shortage of electricity and the restrictions 
on consumption. In 1955, the capacity of the public- 
service power stations in Greater Buenos Aires was 
800,000 kW; it is estimated that to meet existing demand 
some 300,000 more would be required, while this figure 
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would have to be substantially raised for the maintenar 
of a satisfactory rate of growth during the next f 
years. Not only has electric energy been in short supp 
but the production of petroleum has been slow to expa 
so that imports in recent years have absorbed an eve 
increasing share of the country’s scanty foreign exchan 
availabilities. 


(b) Total demand 


The rise in income during 1955 reflected the incn 
ment of 2 per cent achieved in the per capita gross pro) 
uct, thanks to 4 per cent and 7 per cent increases in the ps 
capita product of the agricultural and industrial secton 
respectively. Most of the credit for the increment was d 
to industry, not only because its expansion was great 
but because of its preponderance within the total produc 
In 1955, Argentina’s economy had the benefit of bette 
weather conditions, a more satisfactory supply of ray 
materials and fuels and a rise in aggregate demand. Tk 
industrial recovery did not, however, mean that the p 
capita levels registered in previous years—1950 and 195] 
for example—were exceeded. 


Within total demand, the external sector continued t 
display the same symptoms of weakness as in rece 
years, and even exerted a stronger negative influenc: 
than in 1954. On the one hand, the volume of aggregat 
exports of goods and services contracted by 7 per cent: 
on the other, the terms of trade effect resulted in a los 
3 per cent heavier than had been suffered in the pr 
ceding year. In contrast, domestic demand expanded anc 
determined a rise in total demand. (See table 11.) 


Investment in fixed capital, which during the last few 
years had been limited mainly by inadequate availabilii 
ties of capital goods, increased by 7 per cent, or on 
billion pesos at 1950 prices, public and private invest: 
ment contributing to this increment in similar propor- 
tions. While the external sector did not on this occasion. 
for the reasons outlined above, supply the incentives tha 
induced the rise in investment, it did exert a favourabl 
influence through the increase in imports of capital goods. 
On the other hand, some impetus may have been given by 
domestic consumer demand. But this latter stimulus wa 
not absolutely essential, since the substantial investment 
requirements for basic sectors, industry, etc., remained 
unsatisfied. In Argentina’s present economic situation,, 
larger availabilities of capital goods would seem to be: 
all that is necessary to promote investment. Per capita; 
consumer expenditure rose by 2 per cent, or slightly 
more than the gross product. | 


The final outcome of these movements of investment 
and consumption was that total expenditure on goods and 
services increased by over 5 per cent in 1955, or, again, 
more than the gross product. 


(c) Capacity to import 


Broadly speaking, Latin America’s capacity to import 
is inadequate. Within this over-all situation, Argentina 
constitutes a special case. It is perhaps the country where 
the capacity to import has undergone the most spec- 
tacular decline in recent years, owing to the exceptional 
factors analysed below. 


If the movement of prices on the world market is 
taken into account, the capacity to import depended in 
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Table 11. Argentina: Gross product, terms of trade effect, consumption and investment, 1945-55 
(Billions of pesos at 1950 prices) 


Consumption and investment as 


: pemineh Gross investment percentage of goods and services 
‘erms of ds and anges in OSS a i 
ear Gross product trade effect iin Consumption Total Fixed capital ee Consumption “halk Fixed capital i 
945.. 49.0 —2.1 44.0 36.8 ee 8.4 —1.2 83.6 16.4 19.1 2 
Wane. 55.2 0.4 51.2 39.6 11.6 10.9 0.7 (le oll PA) 1.4 
O47.. 63.3 al 62.2 43.5 18.7 16.5 22) 69.9 30.1 26.5 3.6 
948.. 66.0 1.6 66.9 47.7 19.2 Well! Dil 71.3 28.7 25.6 Dall 
949.. 62.8 —0.1 63.8 49.9 13.9 14.6 —0.7 78.2 21.8 22.9 —1.1 
Sa0.. 62.3 — 62.6 49.0 13.6 14.3 —0.7 78.3 OANA 22.8 —1.1 
951.. 64.2 0.9 67.0 51.0 16.0 14.8 a4 76.1 23.9 Dall 1.8 
Mie.. 099.7 —0.4 61.4 46.9 14.5 13.3 1b? 76.4 23.6 PMG 1.9 
Moo.. 63.0 0.4 62.9 Byles" 11.6 1A —1.1 81.6 18.4 20.2 —1.8 
954.. 66.0 —0.5 65.8 51.8 14.0 13.3 0.7 78.7 2A Ns} 20.2 Hol 
955.. 68.6 —0.6 69.7 54.7 15.0 14.3 0.7 78.5 PAINSS 20.5 1.0 
Sources: See appendix to this chapter. 
he past, and still depends today, on exports of agricul- which had similar repercussions on the producers’ ca- 
ural products. Since 1948, the volume of total exports pacity for capital formation. 


nas remained stationary, thus reflecting in reality the lack 
of incentives from which agricultural production has been 
suffering of late. The crop sector, in particular, has been 
n a state of stagnation for approximately ten years. 


All this exerted an unfavourable influence on agricul- 
tural production. The 21 million hectares which, on an 
average, were under cultivation during the period 1940- 
48, decreased in 1955 to 17 millions only. It must be re- 


In the first place, this is the result of the exchange-rate called that within this total area, the contraction took 

and price policy applied to agricultural production and place only in zones used for products whose prices were 
exports. An excessive external overvaluation of the peso controlled, whereas production of those that could be 
aused an obvious disparity between its purchasing power marketed at free prices expanded by approximately 40 
on the home market and abroad. Under the official system per cent. Furthermore, the reduction was to some extent 
of marketing exportable products, this meant that the offset by the enlargement of the area devoted to stock- 
domestic prices fixed for the producer were far from en- breeding. 
ouraging, especially when the successive increases in In 1955 the position of the capacity to import was 
osts that affected Argentina’s economy are borne in more critical than in previous years, since it underwent a 
mind. Secondly, this latter circumstance deprived the further contraction of about 13 per cent. This is ex- 
producer of the resources he required to introduce im- plained by the evolution of exports and of prices on the 
proved technical methods, especially when agricultural world market, as already described, (See table 12.) 


activity felt the effects of an exodus of man-power caused 


by the attraction of the better wages obtainable in eco- The slender capacity to import coincided with an in- 


nomic activities in the urban centres. The inflation from crease of approximately 17 per cent in imports of goods 

hich Argentina’s economy had been suffering for years, and services, the result being a deficit in the balance of 
and which was attributable both to monetary factors and payments amounting to 1.6 billion pesos at 1950 prices. 
to over-all wage increases at a time when productivity This disequilibrium meant that imports had exceeded the 
was deteriorating, necessitated a redistribution of income capacity to effect them by some 30 per cent. But it should 


Table 12. Argentina: Capacity for payments and capacity to import, 1945-55 
(Millions of pesos at 1950 prices) 


pete ees eae Beh Ses 


Capacity to import 


Feet Beppe neceey Asa Cd pe Oe 
- r. nflow o. apacity for utflow o rofits an age of gross age ‘a 
Year Exports eS sandal ata gute abet : ZR add Total income imports Imports 
—2,130 —-: 4,638 386 OLS 3,739 8.0 207 1,803 
ae a 392 2 7,933 2,123 674 5,136 9.2 144 3,555 
Ee 7,378 D239 — 9,617 761 334 8,522 13.0 136 6,272 
B9AS | iw. oe 6,144 1,613 26 7,783 2,728 45 5,010 7.4 71 7,033 
MAG. ates. sts 4,543 — 71 61 4,533 18 50 4,465 Tol! 81 5,494 
5) Cees 5,013 — Jao 5,246 -- 15 Dra 8.4 98 5,300 
| CSS oo 3,938 883 666 5,487 16 129 5,342 8.2 80 hee 
| USAR pce 2,720 — 391 480 2,809 —— 17 2,792 4.7 63 ie 
OE ee 4,403 370 226 4,999 —- 31 4,968 7.8 116 ee 
CGY aaa 4,743 — 451 176 4,468 39 Di 4,372 6.7 97 Bie 
| OG Rae adoc 4,423 — 565 — 3,858 43 76 3,739 by” 70 , 


Source: Official statistics. 
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be noted that the heavier purchases abroad gave rise to 
an import coefficient (ratio to gross income) of only 9 
per cent, which is one of the lowest figures recorded 
during the period 1945-55. Furthermore, this was prac- 
tically the same as the coefficient registered in 1952, when 
a reduction of imports was caused by the deterioration 
of the capacity to import, due in its turn to the almost 
total loss of that year’s crops. Thus, while the total volume 
of imports of goods and services expanded in 1955, it 
still failed to meet requirements of essential goods, al- 
though even so a marked disequilibrium in the balance 
of payments was recorded. This is the most patent mani- 
festation of the weakness at present displayed by the 
external sector in Argentina. 


(d) Consumption, investment and the capacity to import 


The existing external disequilibrium is attributable not 
only to the adverse influence of the foreign sector, but 
also to the behaviour of factors which mainly operate 
within the internal economy. The whole economic pro- 
cess of the creation of income and its expenditure on 
consumption and investment brought about internal dis- 
equilibria which soon affected the balance of payments. 
The decline in the capacity to import and the balance-of- 
payments situation may also be analysed from this point 
of view. 


It has already been shown that in 1955 the sum of con- 
sumption and investment was higher than the total volume 
of the gross product. For this to have been possible, im- 
ports must necessarily have exceeded total exports, and 
herein lay one of the determinants of the disequilibrium 
in the balance of payments. 


This is no new state of affairs for Argentina’s economy. 
On the contrary, virtually since 1948, and concurrently 
with a disequilibrium in the balance of payments, total 
expenditure and imports have exceeded the gross product 
and exports, respectively. It may now be asked which of 
the two components of total expenditure—consumption 
and investment—was responsible for the situation de- 
scribed, and what influence, both direct and indirect, they 
exerted on the capacity to import, which seems at the 
present time to be the focal point of Argentina’s chief 
economic problems. 


As from 1947, the coefficient of investment in fixed 
capital has been almost uninterruptedly declining, and 
since 1948 the same has been true of the absolute level 
of per capita investment, a trend which has thus coin- 
cided with the decrease in the gross product. On the 
other hand, per capita consumption rose by somewhat 
more than 6 per cent between 1947 and 1955. Hence it is 
clear that this growth was achieved at the cost not only 
of equilibrium in the balance of payments, but also of 
the absolute level of capital formation. This conclusion 


holds good for practically the whole of the period men- 
tioned. 


In addition, an expansion of consumption which was 
out of proportion to the possibilities offered by the evo- 
lution of income exerted a considerable influence on the 
internal economy and on the capacity to import. On the 
one hand, the growth of consumption was partly met 
through a reduction of the exportable balance, since it 
absorbed a greater volume of production. On the other 
hand, it seems to have combined with exchange policy 


and the establishment of fixed agricultural prices to p 

mote an internal redistribution of productive resour 

to the disadvantage of agriculture in general, and, s} 
cifically, of agricultural exports. Production for domess 
consumption, in other words, was given stronger ince 
tives not only by prices but also by demand. In sho 
this process implied that the increase in consumptiq| 
by curtailing exports, affected the capacity to import. 
these repercussions of internal factors on the capacity 
import are taken in conjunction with the effects of ‘ 
unfavourable evolution of the terms of trade, it can easi 
be understood why imports in 1955, although inadequay 
to meet requirements, helped to determine the mark« 
disequilibrium in the country’s international accounts. . 


(e) Exchange measures and the new agricultural price 


The new measures adopted in October 1955 for 
exchange rate and agricultural prices were dictated H 
the need to remodel Argentina’s economy and thus reviv¥ 
agricultural activity and the capacity to import. Attentia 
has already been drawn to the adverse influence exerte 
on agricultural production by the fixing of low prices, 
to the way in which these prices really depended on tH 
pronounced overvaluation to which external peso quotz 
tions were subject. Hence the first measure to be put inti 
effect was the devaluation of the Argentine currenc 
(from 5.00 and 7.50 pesos to the dollar to 18 pesos) 
which more or less levelled down its external to its in 
ternal purchasing power. Simultaneously the various rate 
of exchange were standardized and the whole system sim 
plified, despite the temporary multiplication of rate 
which may have resulted from retentions on exports— 
amounting to as much as 25 per cent in some cases— 
and from the surcharges and taxes on certain imports 
A free market was also created for movements of capita 
and financial services, as well as for specific imports an 
exports. Subsequently, agricultural prices rose from 1! 
to 100 per cent, according to the product concerned 
Further, retentions and exchange surcharges will serve 
to build up a National Economic Rehabilitation Fund 
mainly designed to promote technical and economic im 
provements in agriculture and to pay subsidies whereby 
the possible effects of the devaluation of the peso can be 
mitigated. 


fet) 


The immediate outcome of devaluation and the new 
prices established for production has been a virtual redis. 
tribution of income in favour of the agricultural sector 
especially as, at the date when these measures were 
adopted, the main crops had already been harvested, anc 
no substantial increments in production will be regis. 
tered over the short term. The object of this redistribu: 
tion is to advance to the producer the resources he need: 
for increased capital formation. 


Over the longer term, there are prospects of an ex 
pansion of Argentina’s traditional crops. Here a decisive 
influence may be exerted by the stimulus of the new 
prices. Firstly, they tend to narrow the gap between the 
present relative profitability of the various crops and 
that recorded in previous periods, when harvests were 
large and exports heavy. Secondly, they may enable pro- 
ducers to use a larger volume of resources for mechani. 


2 For fuller details, see the article entitled “The situation in 
Argentina and the new economic policy”, in the Economic Bulletin 
for Latin America, Vol. I, No. 1 (January 1956), pp. 26 et seq. 
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flation and the introduction of better farming techniques, 
iyhich will lead to an improvement in productivity. How 
ir this is likely to happen, and to affect the expansion of 
}roduction, depends upon two main conditions, namely, 
fat there are no inflationary cost increases to absorb 
the profits accruing from the new prices, and that the 
ise in income is not solely used for a return to the 
\farmer’s previous levels of consumption. 


In any event, if the expansion of production envisaged 
jor the forthcoming agricultural season is to mean a 
|higher capacity to import, the larger exportable balances 
Which will be obtained must be successfully marketed 
‘broad. There has been a contraction of Argentina’s 
oreign markets for certain products, especially wheat, 
wing to a series of factors, which include the large 
tocks accumulated by the United States and Canada and 
jhe growth of European production. However, prospects 
ire much more favourable for some items, such as maize, 
jinseed, meat, dairy products, etc. An impartial weighing- 
jap of the situation would seem to indicate that the world 
farket could absorb a larger volume of exports from 
Argentina. In that case, the desired end of increasing the 
apacity to import would be achieved. 


The next question concerns the role of these measures 
n relation to the industrial sector, which they must ob- 
iously affect both directly and indirectly. Firstly, if the 
apacity to import is successfully enlarged, improved 
bupplies of raw materials and capital goods will facili- 
fate the fuller utilization of existing capacity and, where 
hhecessary, the modernization of equipment. That is, it 
ill be easier for the product-capital ratio to recover 
from the decline it has been suffering in the industrial 
sector. Furthermore, the exchange measures automati- 

ally afford greater protection to industry and better 
facilities for the exporting of some of its products. Pre- 
sumably, too, higher agricultural earnings will result in a 
ise in demand for industrial products. 


(f{) The price increase 


4 As a consequence of the devaluation of the peso and 
tthe incentives offered to the producer, there was, ac- 
‘cording to official estimates, a 10 per cent rise in prices. 
his increase differs radically from others previously 
experienced by the Argentine economy. These latter were 
the outcome of an inflation of costs promoted and stimu- 
ated by bank credit and by over-all wage increases unac- 
icompanied by any expansion of productivity. In contrast, 
ithe price increment of 1955 is due to the modification of 
he exchange system, which raised the prices of imported 
zoods. But to this increase resulting from devaluation 
others might be added, should they not be neutralized by 
an expansion of productivity. During the last quarter of 
11955, the money supply grew much more slowly than in 
the same period of 1954, namely, at a rate of 2 per cent 
instead of 8 per cent. Although some of this increment in 
e means of payment was absorbed by the rise in prices 
due to devaluation, it still constitutes an expansionist 
actor which may influence prices if its effects are not 
absorbed by greater productivity. 


On the other hand, the wage increases decreed in March 
1956 may affect prices and incentives to the producer 
in a different way. Firstly, although these over-all in- 
creases would appear to amount only to 10 per cent, it 
must be recalled that the minimum wage has risen and 


a 


at the same time women’s wages have been placed on 
the same level as those of men; hence they are estimated 
to be in many cases considerably larger. While wage in- 
creases are not absorbed by entrepreneurs’ profits or by a 
proportionate expansion of productivity, they may bring 
about a further rise in costs and consequently weaken 
the incentives to agricultural production, on which, in 
the final instance, the restoration of the capacity to import 
depends, 


2. BRAZIL 


The upward trend followed by Brazil’s economy during 
the last few years weakened in 1955, when the deteriora- 
tion of the terms of trade and the decline in private in- 
vestment and imports were among the most noteworthy 
changes that took place. As a result of exchange reform 
and restrictions on purchases abroad, the balance of pay- 
ments approached equilibrium in the second half of the 
year, and closed with a surplus. But, apart from the re- 
duction of imports already mentioned, another conse- 
quence was a rise in the prices of many raw materials 
and other imported production goods. Despite the con- 
trol of bank credit, the inflationary forces of the econ- 
omy—a fiscal deficit and heavy wage increases—main- 
tained their latent pressure on the balance of payments. 


Within the general setting characterizing the Brazilian 
economy in 1955, the per capita gross product grew by 
only a little more than one per cent, while per capita in- 
come remained practically stationary in marked contrast 
with its 8 per cent rise in the preceding year. 


(a) Trends in aggregate demana 


Aggregate demand was almost 2 per cent higher in 
1955 than in 1954, whereas in this latter year it had 
expanded by 9 per cent. But it should be noted that the 
exceptional level attained by total demand in 1954 was 
attributable to a considerable improvement in the terms 
of trade and to an increase in consumption and particu- 
larly in investment. In 1955, in addition to the weakness 
displayed by total investment, substantial changes took 
place in the behaviour of the various components of 
ageregate demand. (See table 13.) 


External demand, which had shown signs of depression 
in the first six months of the year, expanded considerably 
in the second half, and absorbed a volume of goods and 
services 10 per cent larger than in 1954, Nevertheless, 
the fall in average external sales prices neutralized the 
expansive effects of this increase in exports on the econ- 
omy. During recent years, the considerable and more or 
less persistent improvement in Brazil’s terms of trade 
has helped to promote a high level of economic activity, 
a rapid process of capital formation and a perceptible 
rise in per capita income. The favourable repercussions 
produced by the external sector had become the chief 
dynamic element in the Brazilian economy, by raising 
entrepreneurs’ profits and total demand, and by enlarging 
the capacity to import; and, in reality, it was to the 
renewed impetus thus provided that the accelerated de- 
velopment of Brazil’s economy had been adjusted. The 
ultimate outcome of the stagnation of the external sec- 
tor in 1955 was the removal of incentives for internal 


demand. 
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Table 13. Brazil: Gross product, terms of trade effect, consumption and investment, 1945-55 | 

my iT 

(Billions of cruzeiros at 1950 prices) | "A 

& i 

Consumption and investment as a percentage | nt 

Gross investment of goods and services - 

Available The 

r ods Chi i G i t- , Chang: A 

Year Gross product ral bey re Lig Consumption Total Fixed capital in eae Consumption a ea Fixed capital invental { p 
LOS a sie iciave a8 192.8 -—13.9 170.2 146.4 23.8 24.0 —0.2 86.0 14.0 14.1 = { 
1946 Se tteeios 207.7 —15.8 187.7 158.4 29.3 29.4 —0.1 84.4 15.6 15.7 —0, 
MOST icra seit one 213.0 —13.2 200.2 168.2 32.0 31.6 0.4 84.0 16.0 15.8 0. 
948 oro exotorere 229.0 —14.3 PAN PADs 182.0 30.2 Galles, —1l.1 85.8 14.2 14.7 —0. 
1949) sis 4515 242.9 —115 232.2 197.8 34.4 321 2.3: 85.2 14.8 13.8 1, 
TSE Oe teatencio 253.0 — 249.1 214.8 34.3 34.7 —0.4 86.2 13.8 13.9 —0. 
I oo nodacs 268.2 — 0.1 273.0 231.8 41.2 39.1 Mel! 84.9 LSet 14.3 0.8 
OS 2S aime ote 284.6 — 1.4 289.9 239.8 50.1 45.6 4.5 82.7 lec 1537 Le 
LOSSeeae tere se 290.9 — 0.7 287.4 242.8 44.6 41.5 asl! 84.5 15.5 14.4 ee 
TO5 4. fa aa aces 315.7 4.8 323.4 267.4 56.0 47.4 8.6 82.7 17.3 14.7 a 
DOSS Sar aiets 1 328.0 1.8 328.6 280.4 48.2 43.0 SZ 85.3 14.7 13.1 y 


Sources: See appendix to this chapter. 


If domestic demand was maintained in real terms at 
a level about 2 per cent higher than in 1954, this was 
principally due to the rise in consumption. Private con- 
sumption followed an upward trend, although less sharply 
than in earlier years. On this occasion it mainly reflected 
the influence of the over-all wage increases in the last six 
months of 1954 and the first quarter of 1955, which led 
to an expansion of consumer demand. However, as prices 
continued to rise, the effects of higher wages on such 
demand were gradually absorbed—especially in the sec- 
ond half of 1955—even though real wages still remained, 
on the average, higher than in 1954. The Government’s 
current expenditure also exceeded that of the preceding 
year, and helped to determine the increment in total 
consumption. But deficit financing, combined with the 
wage increases mentioned, seems to have contributed to 
the continuance of the inflationary process which had 
already made itself manifest in Brazil. 


In sharp contrast with the behaviour of consumption, 
aggregate investment decreased by 14 per cent, on ac- 
count of the fall in private investment. In the first place, 
the deterioration of the terms of trade caused a contrac- 
tion of the capacity to import which led purchases abroad 
to be reduced by more than 16 per cent. (See table 14.) 
At the same time, during the course of 1955 the higher 


quotations for foreign exchange in the various impajpe 
categories brought about a gradual rise in the prices | 
many imported raw materials and capital goods, whi 
coincided with the inflationary increase in costs, as wai 
as with a restriction of bank credit that was relaxed — 
some extent only in the second half of the year. In ada 
tion, the exchange policy in previous years has favoure 
over-investment in equipment, thus causing idle prod 
tive capacity in many industrial branches. Furthermo 
the inflow of foreign capital, which had been exception 
ally large in 1954, amounted in 1955 to less than Gi 
million dollars at 1950 prices. All this helped to discouiy 
age private investment. 


In contrast, public investment increased considerabl 
in 1955, but despite deficit financing—which did neg: 
imply a mere transfer of expenditure from the privat 
to the public sector—the stimulus to private investme 
thus provided was insufficient to offset the depressive e% 
fects of the factors reviewed above. 


(b) Production trends 


The evolution of production, by sectors, followed tha 
trends of aggregate demand, except in the case of agri 
cultural products, where weather conditions intervened) 
Thus, agricultural production expanded by about 5 pep: 


Table 14. Brazil: Capacity for payments and capacity to import, 1945-55 
(Millions of cruzeiros at 1950 prices) 
Capacity to import 
; Remittances of As a percent- As a percent- 
Terms of Inflow o Capaci tC) ow rofits a age of gr age o 
Year Exports Baca ge ate og j i state Total es east Imports 
a chats Me 31,314 —13,882 820 18,252 579 966 16,707 9.3 192 8,723 
L946. sie ave tie) 33,652 —15,763 1,088 18,977 466 1,110 17,401 9.1 128 13,624 
9A oardele-eeiene 32,433 —13,240 1,789 20,982 1,347 1,045 18,590 9.3 94 19.672 
LOAGS. lereete Ae 33,162 —14,324 1,913 20,751 25 0CU 1,931 16,043 15 98 16,376 
AO rere sas ote 29,047 —11,502 1,567 19,112 1,171 1,850 16,091 7.0 88 18,305 
OES dear 25,920 — 1,295 PPA 1,998 2,035 23,182 9.2 105 21.980 
MOD ev steras.a- 27,569 — 142 1,534 28,961 1,114 2,361 25,486 9.5 79 32,370 
LOS 2 rereriee.ore 22,864 — 1,410 1,822 23,276 585 1,647 21,044 7.4 1: 28,200 
LOSS raetyccects Ob GL — 709 1,948 26,410 522 2,409 23,479 8.1 108 21,704 
OSG saree os 22.090 4,807 4,808 2, LOZ, 1,822 2,379 27,951 8.7 92 30.274 
1955 lees 25,206 1,769 3,650 30,625 1,367 1,817 27,441 8.4 106 25,793 


ee ________ lL reer 


Source: Official statistics. 


nt, mainly on account of the increment registered in 
rtain products for domestic consumption, such as 
heat, maize and rice, as well as in coffee and cotton. 
acao, on the other hand, was barely able to maintain 
e preceding year’s levels. As against this trend, live- 
ock production showed a much smaller rise in inven- 
ries than in 1954, 


For the gross product in the industrial sector, which 
pacted to the influence of the domestic demand situation 
ready described, an increase of about 4 per cent con- 
asted with the 10 per cent increment recorded in 1954. 
he branch most seriously affected was that of production 
oods. The output of glass and ceramics declined by 3 per 
nt, and in the iron and steel making industry the volume 
f production was no larger than in 1954. It would seem 
at certain industries manufacturing capital goods also 
nded to remain stationary throughout the year 1955. 
heir level of activity reflected the restrictions on bank 
redit,® the scarcity and high prices of certain raw mate- 
ials and capital goods, the smaller inflow of foreign 
apital and the stagnation of aggregate demand, which 
ffected private investment. The cement industry, on the 
ther hand, while feeling the adverse effects of the decline 
building activities, was able to offset them through 
e replacement of imports and, to a lesser degree, 
rough the increase in public investment. Thus it 
chieved an expansion of 15 per cent, which was more 
tensive than that registered in 1954. 


The industries producing consumer goods, taken as a 
hole, grew by 5 per cent. Not only was their output in- 
uenced by the rise in consumption previously indicated, 
ut also restrictions on imports and the higher price of 
ported goods made themselves felt more strongly in 
he case of such commodities. This encouraged a more 
tensive utilization of productive capacity so as to com- 
ensate in some instances for the reduction in imports. 


The remaining sectors of the economy seem to have 
cept pace with the growth of the population. 


(c) The balance of payments 


The balance of payments registered a surplus of about 
2 billion cruzeiros. Nevertheless, as was stated at the 
yutset, the pressures on this balance, which had brought 
about considerable disequilibrium in several years during 
he recent past, and especially in 1954, survived in latent 
form in 1955. If in that year they were not reflected in 
Brazil’s foreign accounts, this was only because of the 
severe restrictions imposed on imports. 


During the last few years the rate of growth of income 
2as been more rapid than that of the capacity of import. 
[he former followed a more or less uniform trend in the 
sourse of its intensive annual growth, whereas the latter 
was subject to somewhat marked fluctuations in the vol- 
ime of exports and in the terms of trade. At all events, 
while income increased by more than 30 per cent between 
1950 and 1955, the capacity to import did so only by 
upproximately 18 per cent. This expansion of income, 
sromoted by the behaviour of the external sector, was 
achieved through the intensive rate of capital formation, 
argely sustained by imports of capital goods. At the 
same time, this growth of income caused an increase 


3It is the production goods industries that resort most freely to 
yank credit in Brazil. 
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both in the demand for domestically-produced and im- 
ported consumer goods and in requirements of imported 
raw materials and fuels. Hence the propensity to import 
remained at high levels. In those years when this propen- 
sity was most fully satisfied, it was responsible for heavy 
deficits in the balance of payments, even at times when 
the capacity to import increased, as, for example, in 


1951 and 1954, 


It was to this type of pressure, originating in the rapid 
rate of development, that the balance of payments was 
subject. But, in addition, the inflationary repercussions 
of the internal economy had also affected the balance of 
payments in earlier years. In 1955, these influences con- 
tinued to operate, although less intensively, to judge by 
the expansion of the money supply and the rise in prices. 
In any event, successive decreases in foreign quotations 
for the cruzeiro in the different import categories took 
place throughout 1955, thus reflecting the severe pres- 
sure on Brazil’s balance of payments. 


3. COLOMBIA 


(a) General trends 


The marked deterioration in the terms of trade which 
had already set in during the second half of 1954 sharp- 
ened during 1955, and thereby weakened one of the ex- 
pansive forces that in previous years had promoted 
extensive and rapid economic growth. There was thus an 
interruption of the pronounced upward trend which had 
been characterized since 1945 by rates of growth that 
were high for the gross product and higher still for 
gross income and for available goods and services. Be- 
tween 1945 and 1954, the average annual rate of increase 
of per capita gross income was 12 per cent. In 1955, in- 
come declined by 1.8 per cent, but the growth of avail- 
able goods and services still kept pace with that of the 
population. 


In contrast to the behaviour of the external sector, the 
dynamic forces of the internal economy and the compen- 
satory policy pursued by the Government tended to main- 
tain the level of economic activity, and mitigated the ef- 
fects of the deterioration in the terms of trade by 
sustaining domestic demand and the investment coefl- 
cient, (See table 15.) The result, however, was a sub- 
stantial disequilibrium in the balance of payments on 
current account. By 1955, this disequilibrium had become 
the dominant feature of the Colombian economy. Should 
present trends in the external sector persist, it would not 
be long before they affected the country’s economic de- 
velopment. 


(b) Aggregate demand 


The favourable evolution experienced by the terms of 
trade in recent years reached its peak in 1954, with a 
20 per cent improvement over the high 1950 level. In 
1955, in contrast, an 11 per cent deterioration took place 
in relation to the previous year, mainly owing to the de- 
cline in coffee prices, which had already begun by the 
second half of 1954; simultaneously, the volume of total 
exports decreased by 3 per cent. Hence, the favourable 
terms of trade effect in relation to 1950 amounted only 
to the modest sum of 80 million Colombian pesos, as 
against 220 millions in 1954. (See table 16.) External 
demand, which had previously been mainly responsible 


fbn 
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a} 
Table 15. Colombia: Gross product, terms of trade effect, consumption and investment, 1945-55 | 
(Millions of pesos at 1950 prices) 
Consumption and investment as a percentage | 
Gross investment of goods and services 
Available ; 
Ch i Gross invest- Gross Change 
Year Gross product gil dige st ipsa Consumption Total Fixed capital innencovies Consumption ment capital investi 
OA ck. 4,263 —491 3,833 2,655 1,178 928 250 69.3 30.7 24.2 ¢ 
1946. 5/2, 00 4,539 —471 4,157 3,144 1,013 1,151 —138 75.6 24.4 PACE, - | 
194 eis sins 4,650 —389 4,486 2,919 1,567 1,435 132 65.1 34.9 32.0 ; | 
1948 eeu o 4,982 —380 4,684 Salo 1,511 1,408 103 67.7 32.3 30.1 al 
1949 2.03% 5,259 — 284 4,913 4,161 752 1,051 —299 84.7 15.3 21.4 1} 
1950208 5,036 — 5,499 4,033 1,466 1,289 177 73.4 26.6 23.4 3.24 
195L. ee 5,792 — 80 5,677 4,026 1,651 UIA ip 480 70.9 29.1 20.6 Si) 
1952/25 921 6,240 — 64 6,140 4,566 1,574 1,239 335 74.4 25.6 20.2 a 
LOSS tarereters 6,616 — 40 6,563 4,942 1,621 1,495 126 75.3 24.7 22.8 1. | 
NOS4 Sesdarers eae, 221 7,456 5,606 1,850 1,670 180 (hy 24.8 22.4 2.4 
1OSS sis 61 5 7,200 75 7,498 5,018 1,980 1,780 200 73.6 26.4 23.7 2.74) 
Sources: See appendix to this chapter. 
Table 16. Colombia: Capacity for payments and capacity to import, 1945-55 
(Millions of pesos at 1950 prices) 
Capacity to import 
Remittances of Asa percent- Asa percent- 
Terms of Inflow of Capacity for Outflow of profits and age of gross age of total 
Year Exports trade effect capital payments capital interest Total income imports Impo 
| OY Sak Ae 869 —49]1 115 493 13 19 461 UPL 105 439 | 
1946s assists < 941 —471 127 597 14 21 562 13.8 100 560 | 
LOA ee ee Gor 901 —389 82 594 8 16 570 13.4 77 737 
LOSS A ee ons 925 —380 48 593 17 11 565 12.3 90 627 
1940 os etiew oe 946 —284 29 691 34 25 632 LT 105 600 
W950 syctetete sisters 860 — 42 902 32 1% 793 14.3 96 823 
LOST nea eyaets 960 — 80 62 942 40 61 841 14.7 100 845 
W952i eistyerscles 947 — 64 129 1,012 51 33 928 15.0 110 847 
UE Bracancses 1,144 — 40 78 1,182 46 40 1,096 16.7 100 1,091 
LOS Ae roscoe teteue 982 221 156 1,359 44 27 1,288 17.4 102 1,266 
ODS street sc er 962 75 101 1,138 55 35 1,048 14.4 83 1,260 


Source: Official statistics. 


for the expansion of total demand, and therefore the 
most powerful of the dynamic forces affecting the internal 
economy, exerted a weaker influence, and would have had 
even greater depressive consequences than those de- 
scribed, but for the other dynamic factors mentioned, 
which can operate only over the short term. 


The phase of Colombia’s economic development whose 
outstanding features were the rapid growth of the gross 
product and of gross income, was followed by a far- 
reaching and radical change in the structure of the econ- 
omy between 1945 and 1954, As regards employment by 
sectors, the relative share of employment in industry, 
energy, transport, commerce, etc., rose from 38 per cent 
in 1945 to 45 per cent in 1954, whereas the correspond- 
ing figure for agriculture fell from 62 to 55 per cent. 
A similar change in the stock of capital by sectors ac- 
companied the channelling of investment towards more 
productive activities. As a result, the structure of pro- 
duction also underwent considerable modifications, since 
the export sector’s share in the gross product dropped 
from 20 per cent in 1945 to 13 per cent in 1954. This 
process had two consequences of vital importance to 
Colombia’s economy, namely, the partial displacement 
of the external dynamic element by the forces of the in- 


ternal economy, and the related changes in the structure 
of aggregate demand. 


Without the aid of the economic policy pursued by 
the Colombian Government in 1955, these changes mighi 
not have completely conteracted the negative operation 
of the external factors. The compensatory financing of 
the coffee purchases effected by the Federacién Nacional 
de Cafeteros, the increase in public investment, and the 
exchange, monetary and fiscal policies adopted, all acted 
as neutralizing instruments and consequently helped to 
sustain total demand.* 


Hence public and private consumer demand remained, 
in absolute terms, at a level similar to that of the preced- 
ing year, although the per capita figure was 2 per cent 
lower. Nevertheless, since exchange measures were aimed 
at restricting imports of consumer goods, the demand 
for domestic products was really higher than the year be- 
fore. But even so, consumption of domestically-produced 


4For a detailed description of these measures, see “Colombia’s 
economic policy in a year of balance-of-payments disequilibrium”, 
in the Economic Bulletin for Latin America, op. cit., pages 53-58, 
For other previous measures, see also “Impact of coffee exports on 
the economies of Brazil and Colombia” in the Economic Review of 
Latin America (special issue, Bogota, August 1955), pages 40-47, 
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zoods was far lower than in earlier years, particularly 
954, when total consumption increased by about 10 
per cent. 


In demand arising from investment a 7 per cent in- 
rease was recorded, which, although below the 1954 
gure, still enabled the investment coefficient to reach 
24.6 per cent. Indeed, this was the chief factor tending 
o neutralize the effects of the terms of trade on aggregate 
demand. It should, however, be recalled that private 
yestment increased by only 5 per cent, and mainly 
orresponded to the completion of projects begun at an 
rarlier date and to the greater demand for production 
goods originating in the public sector. Public invest- 
ent—extremely high in 1954—rose by more than 14 
per cent in 1955; hence it was pre-eminently responsible 
or the maintenance of the above demand, which it af- 
ected both directly and by its subsequent expansive 
effects on the internal economy. 


(c) Production trends 


Agricultural production continued at the previous 
year’s level. The coffee crop constituted a record for 
olombia. Actually, price fluctuations have no short-term 
effect on this product, because of the special features 
haracterizing its cultivation and the time-lag before any 
output is yielded. Moreover, in the second half of the 
year the surplus held by the Federacién Nacional de 
afeteros was successfully sold abroad. For other crops, 
1955 was at least as satisfactory as the preceding year, 
and in the case of some products for domestic consump- 
tion—rice, for instance—there was practically no need 
for imports. 


The high annual rate of growth (12 per cent) regis- 
tered for industry during the period 1950-53, was suc- 
eeded by very small increases in 1954 and 1955, In 
11955 industrial output was chiefly maintained by virtue 
lof the restrictions on imports of consumer goods and 
tthe demand for specific production goods deriving from 

he Government’s heavy investments. But, clearly, the 
process of industrialization that had hitherto character- 
ized Colombia’s economic development was slowed down. 
In mining, which had suffered a crisis in 1954—par- 
lticularly as regards precious metals—no change took 
jplace during the year. The other sectors also remained 
jmore or less stationary. 


\(d) Deterioration in the terms of trade and external 
| disequilibrium 

The deterioration in the terms of trade meant that they 
no longer represented either a dynamic force or—as in 
recent years—a factor permitting imports to increase 
without resultant balance-of-payments disequilibria. For 
a full understanding of the nature of this phenomenon, a 
jsalient feature of Colombia’s economic development in 
jrecent years must be recalled, namely, the rapid and 
persistent expansion of imports, whose volume rose by 
125 per cent within a decade. 


Firstly, this development required ever greater quan- 
tities of capital goods for the economy to reach an in- 
vestment coefficient which varied between 20 and 25 per 
cent of available goods and services during 1945-54. At 
least 40 per cent of these goods were purchased abroad. 
|Secondly, the very rise in income, and population shifts 


towards urban activities, modified the structure of de- 
mand. For instance, income-elasticity coefficients were 
very high for the principal durable and certain non- 
durable goods, and relatively high for processed food- 
stuffs. Most of these commodities also came from abroad, 
and offered a marked contrast with domestically-produced 


EQUUS goods, whose statistical coefficients were very 
5 
ow. 


While it is true that in recent years a process of re- 
placing imports by domestic production has been taking 
place, this too has necessitated progressively heavier im- 
ports of raw materials, The magnitude of the increases 
in the groups of imports mentioned reduced the relative 
importance of consumer goods, as a result of the substi- 
tution process. 


During this period—except in 1953—the increase in 
total imports was accompanied by a parallel growth of 
the capacity for external payments, brought about not so 
much by higher exports as by the favourable effects of 
the terms of trade. To grasp the full importance of these 
latter it should be recalled that between 1945 and 1954 
they not only raised the capacity for external payments 
by 130 per cent, but also prevented the increase in im- 
ports, described, as well as the defrayment of heavy 
financial services, from causing any serious disequilib- 
rium in the balance of payments on current account. 


But, as has already been pointed out, the evolution 
of the internal economy in 1955 differed from that of the 
terms of trade. The deterioration in the latter, and a 
15 per cent reduction in the capacity for foreign pay- 
ments, coincided with a level of demand which continued 
to exert pressure on imports, and, at the same time, with 
heavier expenditure on financial services than in 1954. 
The various measures to restrict imports, mainly based 
on a system of multiple exchange rates, failed to prevent 
disequilibrium in the balance of payments on current 
account, the deficit amounting to some 200 million dollars 


(at 1950 prices). 


(e) Conclusions 


Many lessons of practical value for Colombia’s econ- 
omy can be learned from the experience of 1955. The 
internal dynamic forces have shown themselves capable, 
up to a point, of neutralizing, relatively and over the 
short term, the negative effects of a falling-off in external 
demand, and of maintaining the levels of the gross prod- 
uct, employment and effective demand. But it has also 
become apparent that their operation leads to strong 
pressure on the balance of payments and thence to dis- 
equilibrium, and that such pressure cannot easily be 
counteracted by means of restrictive measures like those 
adopted in 1955. Over the long run, the weakness of the 
external sector, should it persist, may seriously hamper 
economic development, through difficulties in the supply 
of capital goods and the consequent decline of the invest- 
ment coefficient. Only the more energetic substitution of 
domestic production for imports of consumer goods and 
certain raw materials—which is far from easy to achieve 
at short notice—would allow Colombia to purchase more 
capital goods on foreign markets without considerably 
increasing its total imports, at least until such time as 


5 See the article in the Economic Bulletin for Latin America, op. 
cit., pages 55 and 58. 
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the country is in a position to produce many of the capital 
goods that must at present be acquired abroad. 


4. Mexico 


The year 1955 witnessed an accentuation of the upward 
trend followed by Mexico’s economy after the temporary 
contraction experienced two years before. Gross income 
rose by about 10 per cent and per capita income by 
approximately 7 per cent, thus exceeding for the first 
time the 1951 peak. However, Mexico’s economy dis- 
plays a series of features distinguishing the present boom 
from the phase of intensive development which culminated 
in 1951, while at the same time some of the disparities 
that marked the post-war period still survive. To de- 
scribe both sets of characteristics as accurately as possi- 
ble, and to interpret their meaning, the trends of aggre- 
gate demand, broken down into its various components, 
should first be analysed, and developments in the different 
sectors of production should then be examined. 


(a) Aggregate demand 


Among the components of aggregate demand, it was 
perhaps exports that, directly or indirectly, played the 
most active role. As regards their direct action, it may 


i 
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be pointed out that the quantum exported was 23.2, 
cent higher than in 1954. The indirect influence of 
increase in exports was particularly apparent in priv 
investment. The principal determinant of the growthr 
exports was the boom in the United States economy. 
1955, the satisfactory position with respect to exter 
demand coincided with the completion of certain inv) 
ment projects which increased both production and 
portable surpluses, thus permitting an even grea 
expansion of exports. 


Total gross investment rose by 16 per cent, but t 


upward movement was the result of divergent trends: 
public and private investment. (See table 17.) In fai 
public investment—which in earlier years had exe 

a decisive influence on the level of activity and the r} 
of development—contracted by nearly 10 per cent in r} 
terms. In this sense 1955 was an exceptional year, sim 
the only other recent case of a fall in public investme 
had occurred in 1953, when it caused an over-all decli 
in both demand and income, whereas in 1955 it was off! 
by the rise in private investment. This latter, in contré 
to public investment, registered a proportional increé 
higher than that of any of the other components of glo 
demand (40 per cent). Herein lay another of the peculi 
features of the year under review, as until 1955 prive 
investment in Mexico had been largely the direct outcom 
of activity in the public sector. ) 


Table 17. Mexico: Gross product, terms of trade effect, consumption and investment, 1945-55 
(Millions of pesos at 1950 prices) 


Available 
Gross Terms of goods and 
Year product trade effect services Consumption Total 
1945.. 32,500 — 94 31,826 28,226 3,600 
1946.. 35,100 130 36,634 32,534 4,100 
1947.. 35,500 274 36,982 32,082 4,900 
1948.. 37,200 502 38,056 32,856 5,200 
1949.. 39,400 —203 38,464 32,864 5,600 
1950.. 43,300 —_ 42,353 36,453 5,900 
1951.. 47,200 809 48,339 42,039 6,300 
1952.. 47,600 1,013 48,331 42,031 6,300 
1953.. 46,300 253 46,636 40,936 5,700 
1954.. 49,800 — 30 49,212 43,112 6,100 
1955.. 54,600 —470 53,347 46,247 7,100 


Sources: See appendix to this chapter. 


A major stimulus to private investment was provided 
by external demand, which maintained, and even rose 
above, its previous high level. Furthermore, the effect 
of two consecutive years of expanding agricultural pro- 
duction (the increment between 1953 and 1955 amounted 
to 30 per cent) was to enlarge the domestic market and 
improve investment prospects in the industrial sector. 
These incentives were strengthened in April 1954 by the 
devaluation of the currency, which not only encouraged 
exports, but also offered additional protection to indus- 
tries producing for the domestic market. All this created 
a favourable atmosphere for private investment, More- 
over, in several important sectors the Government took 
special steps to promote the expansion of private enter- 
prise; among these should be mentioned, first and fore- 


Gross investment 


Consumption and investment as a percentage 
of goods and services 


Change in Gross Fixed Change ii 
Fixed capital inventories Consumption investment capital inventori: 
3,600 tos 88.7 IES aks a 
4,100 Bae 88.8 AD? 2 A 
4,900 Ae 86.7 1333: 13-3, Ao 
5,200 ae 86.3 13.7 13.6 = om 
5,600 Ames 85.4 14.6 14.6 ow 
5,900 Atte 86.1 13.9 13.9 és 
6,301 — |] 87.0 13.0 13.0 
6,297 3 87.0 13.0 13.0 <i 
5,882 —182 87.8 12.2 12.6 —0.4 
6,230 —130 87.6 12.4 12.6 —0.2 
7,210 —110 86.7 13:3 TSS, —0.2 


most, the official protection accorded to the creation of 
new industries manufacturing transport material, such ad 
railway rolling-stock and motor vehicles. | 
Such inducements were accompanied by a parallel ini 
crease in the resources available for financing private 
investment. One of the factors that helped to determine 
the greater availability of financial resources was the 
widening of the entrepreneurs’ margins of profit; this, i 
turn, was the result of devaluation and of the consequenii 
inequality in price and wage increases. Another con. 
tributory cause was the intensification of the inflow oo 
foreign capital, which reached an estimated net value ot 
over 75 million dollars (including reinvestment), and 


financed about 15 per cent of private investment, (See 
tables 17 and 18.) 
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Table 18. Mexico: Capacity for payments and capacity to import, 1945-55 
(Millions of pesos at 1950 prices) 
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a ee 


Capacity to import 


Exports re Lick me ee 
Gee. 7,041 = 4 621 8,168 
- - 6,006 130 509 6,645 
ees 4,725 274 1,190 6,189 
a: 4,516 502 431 5,449 
:. 5,684 — 203 707 6,188 
ee. 6,925 - 1,091 8,016 
.. 6,566 809 772 8,147 
,. 6,796 1,013 1,137 8,946 
t.. 7,499 253 760 8,512 
.. 8,259 = 030 637 8,866 
x.. 9,256 470 1,194 10,920 


Remittances of 


As a percent- 


As a percent- 


ee ms rik _ : Total je ih dog eg Imports 
94 586 7,488 25, 107 6,967 
678 559 5,408 15.4 WH 7,940 
1,116 760 4,313 12.1 69 6,207 
299 627 4,523 12.0 84 5,372 
412 478 5,298 13.5 112 4,747 
270 586 7,160 16.5 120 5,978 
322 510 7,315 15:2 95 7,705 
400 684 7,862 16.2 104 7,527 
421 759 Mgooe 15.7 94 7,835 
910 po 7,405 14.9 97 7,671 
452 (GR 9,715 17.9 121 8,003 


purce: Official statistics. 


is a result of the interplay of these incentives and 
yurces, private investment was channelled in three 
directions: firstly, towards the expansion of pro- 
ive capacity in the export sector, particularly as 
ds cotton, coffee and sulphur; secondly, towards 
e sectors of trade and industry that derived the 
test additional protection from devaluation, higher 
oms duties and the establishment of quantitative im- 
restrictions, in which group the renewal of invest- 
t in projects shelved since 1953 should be incorpo- 
; and, thirdly, as in Mexico’s previous periods of 
perity, towards building for residential and com- 
ial purposes. Otherwise, the process of investment 
tockbreeding and in agricultural products for do- 
ic consumption that had been initiated in previous 
$s pursued its normal course. 


evertheless, investment in production for the home 
ket bore no relation to the growth of domestic con- 
tion. In fact, consumer expenditure increased at a 
‘er rate than the other components of total demand, 
the obvious exception of public investment, which 
ined. Private consumption, which had expanded by 
r cent in 1954, rose by 7 per cent in 1955, but adjust- 
t of this figure to demographic growth demonstrates 
real per capita consumption did not regain the peak 
reached in 1951. 


though, within demand generated in the private 
r of the economy, the growth of investment out- 
ped that of consumption, in the public sector the 
st was the case. While public investment, as has 
shown, declined, the Federal Government’s current 
snditure increased by 10 per cent in real terms. This 
ement almost exactly offset the reduction in invest- 
it, since total public expenditure rose by 2 per cent. 


(b) Production trends 


_break-down of the various sectors’ contributions to 
expansion of production reveals the logical counter- 
-of the movements of demand just examined. Thus, 
he agricultural sector—where an increment of nearly 
per cent in relation to the preceding year was reg- 
-ed—the most substantial increases were recorded in 
srt products (cotton, 18 per cent; coffee, 10 per cent; 
10, 10 per cent). Production for domestic consump- 


tion expanded to a much lesser degree, or even decreased, 
in the case of maize, by 2 per cent, and in that of beans 
and wheat, by 5 per cent. Per capita availabilities of this 
last group of products remained almost unchanged, owing 
to the growth of the population and the sharp curtailment 
of imports, 


Mining output, in response to the stimulus of external 
demand, increased by 15 per cent. The largest increment 
was registered for sulphur, but the production of zinc 
and silver also expanded considerably. 


Production of electric energy and petroleum rose by 
about 12 and 7 per cent respectively. The influence of 
external incentives was also felt in the petroleum industry, 
since exports increased by 18 per cent, thus amounting 
to almost 29 per cent of total production. 


Manufacturing output increased by about 10 per cent. 
But in this sector too there were great disparities between 
the different branches. Taken as a whole, the capital 
goods industries expanded their production by 20 per 
cent, whereas in those manufacturing consumer goods 
output rose by only 8 per cent. These differing trends 
are not surprising, given the movements of demand 
analysed above. 


(c) Conclusions 


External factors exerted a notable influence on the 
recovery of Mexican economy in 1955. Although these 
factors had already played a very active role on other 
occasions, as, for instance, during the Second World War 
and the Korean hostilities, there were two important 
differences between the situation then and in 1955. In 
the first place, neither of the two wartime periods created 
conditions that permitted an increase in imports of 
capital goods proportionate to the prevailing high levels 
of external demand, In the second place, the effects of 
public investment and external factors then tended to- 
wards the same ends, instead of operating in opposite 
directions as in 1955. Hence it would be difficult to match 
in recent times the active role played by external factors 
in determining the general level of activity and the 
channelling of resources. 


Moreover, the 1955 boom accentuated some of the 
features of the economic evolution of the fifteen pre- 
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ceding years. The growth of consumption and wages was 
still slower than that of investment and profits. In this 
sense, despite the existing prosperity, there are still struc- 
tural problems which may hamper the continuance of 
rapid and uniform development.® The rise in agricultural 
income, the maintenance of a high level of external 
demand and the replacement of imports by domestic pro- 
duction, which acted as incentives in 1954-55, although 


6 See the Economic Survey of Latin America, 1953 (E/CN.12/ 
358), United Nations publication, Sales No.: 1954.11.G.1, pages 
98-99. 


- 


they brought about no major changes in these struc’ 
conditions, did counteract their adverse effects. 


, A trend still persists in internal demand which, cle 


following movements of income, has led to a ee 
pansion of production goods industries, but has ha 

unfavourable effect on those manufacturing non-dur 
consumer goods, the insufficient market for which + 
tinues to retard development. Revived demand for 
mestic products in 1954 and 1955 has resulted, in o} 
sectors, in a rise in prices rather than in increased 

duction and consumption, owing to the inelasticity, 
supply and the heavier costs. 


| 
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Appendix to Chapter I 


CONCEPTS AND SOURCES 


I. DEFINITION OF MAIN CONCEPTS! 


Gross product has been used for convenience throughout to mean 
the gross domestic product at market prices, that is, the market 
value of the product attributable to the factors of production lo- 
cated within the country before allowance for depreciation. It is 
equal to the sum of consumption expenditure, gross domestic capi- 
tal formation and net exports of goods and services. It differs from 
the gross national product at market prices by the inclusion of net 
factor income payable to the rest of the world (i.e., investment 
income, such as interest, dividends and branch profits). 


Available goods and services, entitled “total available means” in 
some countries, refers to the sum of consumption expenditure and 
gross domestic capital formation. Available goods and services 
plus net exports of goods and services (or less net imports) equals 
gross product as defined above. 


Gross income has been used to designate the sum of gross na- 
tional product in prices of a base year (1950) and the calculated 
gain (or loss) resulting from changes in the terms at which ex- 
ports are exchanged against imports relative to the prices that 
prevailed in the base year. The adjustment for changes in the 
terms of trade is a measure of the change in the purchasing power 
of exports, which are here regarded as a means of obtaining im- 
ports from abroad. While gross national product and gross national 
income are identical aggregates when expressed in current prices, 
it should be noted that the two normally diverge when expressed 
in prices of a base year, except for the base year itself when the 
gain from changes in the terms of trade is of course nil. 


Terms of trade effect is the title that has been applied to the 
gain or loss resulting from changes in the terms of trade relative 
to the base year (1950). It has been calculated as the product of 
exports of goods and services expressed in prices of the base year 
by the change, since the base year in the index of the terms of 
trade (the ratio of the unit value index of exports to that of im- 
ports); or, what amounts to the same thing, as the difference be- 
tween the value of exports of goods and services deflated by the 


import price index and the same value deflated by the export price 
index. 


Estimates in U.S. dollars of 1950 are obtained by means of con- 
version rates established by ECLA for 1950. These rates are in- 
tended to approximate the over-all purchasing power parities 
between the currencies of the various countries of Latin America 
and the United States dollar of 1950 purchasing power; they are 
admittedly very approximate. A systematic study is now under 


1A more complete explanation of these concepts will be 


published in an early issue of the Economic Bulletin for Latin 
America. 


way aimed at providing more precise and satisfactory conver 
rates for use in future studies. 


II. SOURCES FOR STATISTICS ON GROSS PRODUC? 


Argentina: 1945-54: Producto e Ingreso de la Republica Arger 
en el periodo 1935-54, Poder Ejecutivo Nacional, Secretaris 
Asuntos Econémicos, Buenos Aires, 1955; 1955: estimates 
the Economic Commission for Latin America (ECLA). 


Brazil: 1945-52: Revista Brasileira de Economia, December 1§ 
1953-55: Instituto Brasileiro de Economia (Fundacao Get 
Vargas). 


Chile: 1945-52: Statistics from the Departamento de Planifica: 
y Estudios of the Corporacién de Fomento de la Produce: 
1953-55: preliminary estimates by the Instituto de Economi: 
the University of Chile. 


Colombia: 1945-53: Banco de la Republica, Departamento de 
vestigaciones Econémicas; XXXII Informe Anual del Ger 
de la Junta Directiva, 1 July 1954 to 30 June 1955; 1954 
provisional data from the Banco de la Republica (Janu 
1956). 


Ecuador: 1950-53: El Ingreso Nacional y las Cuentas Naciom 
de la Repiblica del Ecuador, 6 anos, 1950 a 1953, preparec 
H. Rijken van Olst, United Nations Technical Assistance | 
ministration, 10 March 1954; 1954: Note from the Direc 
Departamento de Investigaciones Econémicas, Seccién Ing: 
Nacional, of the Banco Central del Ecuador (February, 195 
1955: estimates by the Economic Commission for Latin Amer 


Paraguay: 1950-53: Memorandum from the Division de Re 
Nacional, Departamento de Estudios, Banco Central del P’ 


guay; 1954-55: estimates by the Economic Commission for L 
America. 


Peru: 1945-52: La Renta Nacional del Pert, 1942-1952, Ba 
Central de la Reserva del Peri, Lima, 1954; 1953: Boletin 
Banco Central de la Reserva del Pert, May 1955, page 38; 1! 
55: estimates by the Economic Commission for Latin Amer 


Venezuela: 1945-55: estimates of the Economic Commission 
Latin America on the basis of information from official sou: 
on the volume of production and value added in 1950 for 
main sectors of activity. Investment, 1945-54: Memoria 
Banco Central de Wenezuela Correspondiente al Ejercicio Ar 
1954 (and statements of previous years) ; Investment, 1¢ 
estimates by the Economic Commission for Latin America. — 
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ba: 1945-55: Banco Nacional de Cuba, Memoria de 1952-53 and 
Revista del Banco Nacional de Cuba, September 1955 (the figure 


or 1955 is a preliminary estimate by the Banco Nacional de 
cuba). 


minican Republic: 1950: Producto y Gasto Nacional de la Re- 
uiblica Dominicana, 1950. Banco Central de la Republica Do- 
ninicana, May 1952; 1951: Banco Central de la Republica Do- 
ninicana, Boletin Mensual, January 1953, page 63; 1952-54: infor- 
nation provided by the Banco Central de la Republica Domi- 
uicana, Ciudad Trujillo, 30 June 1954 and 11 and 15 June 1955; 
1955: estimates by the Economic Commission for Latin America. 


Salvador: 1945-46: Henry C. Wallich-and John A. Adler, Pro- 
yecciones Econémicas de las Finanzas Piblicas: un Estudio Ex- 
perimental en El Salvador, Mexico, Fondo de Cultura Econo- 
nica, 1949; 1947.49: ECLA, Recent Developments and Trends 
n the Economy of El Salvador (E/CN.12/217/Add.6) ; 1950: 
Estimate of the Gross National Product of El Salvador, by A. 
Derosso, Economic Assistant to the Technical Assistance Mission 
0 El Salvador, 1950 (unpublished) ; 1951-52: estimates by the 
Economic Commission for Latin America. 


Guatemala: 1945-51: Producto Nacional Bruto de Guatemala en 
los Ultimos 24 Anos, by J. Antonio Palacios G., Banco de Gua- 
temala, 1952; 1952-55: estimates by the Banco de Guatemala 
and the Economic Commission for Latin America. 


Honduras: 1945-52: Estadisticas del Producto e Ingreso Nacional, 
1925-52, prepared by Manuel Tosco, Banco Central de Hondu- 
ras, Departamento de Estudios Econémicos, Tegucigalpa, D.C., 


April 1954; 1953-55: estimates by the Economic Commission for 
Latin America. 


Mexico: 1945-51: El Desarrollo Econémico de México y su Capaci- 
dad para Absorber Capital del Exterior, study prepared by the 
Joint Mexico/International Bank Mission, Mexico D.F:, 1952; 
1925-54: annual reports of Nacional Financiera; 1955: prelimi- 
nary estimates by the Economic Commission for Latin America. 


Panama: 1945-52: El Ingreso Nacional y las Cuentas Nacionales 
de la Repiblica de Panama, 1944-52, study prepared by H. 
Rijken van Olst, United Nations Technical Assistance Admini- 
stration; 1953-55: estimates by the Economic Commission for 
Latin America. 


Chapter II 


FOREIGN TRADE AND THE BALANCE OF PAYMENTS 


I. INTRODUCTION 


An increase in the volume of exports and a reduction 
in their unit value were the outstanding factors which 
influenced Latin America’s foreign trade during 1955. 
Both operated with equal intensity, so that any advan- 
tages which might have been expected from the greater 
efforts to produce export commodities were neutralized 
by the fall of prices. 


But the data for 1955 still compare favourably with 
those for 1950. Despite a reduction of 6 per cent in 
relation to 1954, the price index was 8 per cent higher 
than in 1950 and the quantum of exports reached an all- 
time peak of 7,230 million dollars; this figure was 6 per 
cent above the 1954 level, 11 per cent larger than that 
of 1950 and 4 per cent greater than the previous maxi- 
mum recorded in 1953. Imports continued to rise and 
their volume increased by 2 per cent. Here again, statis- 
tics for 1955 were higher than for any former year, 
including even 1951. In relation to 1950, the advance in 
imports amounted to 27 per cent, so that the index sub- 
stantially exceeded that of exports. The price of imports 
rose slightly because of the heavier freight charges.? As 
a consequence, the terms of trade deteriorated by 7 per 
cent in relation to the previous year and by 1 per cent 
when compared with those of 1950. 


The pronounced change of trend which occurred in 
the course of the year should also be noted. During the 
first six months of 1955, exports showed no signs of 
increasing; on the contrary, the decline which had begun 
in the second half of 1954 became sharper and im- 
ports—although lower than in the previous six months— 
remained at a high level. In marked contrast, the current 
value of exports during the second half of 1955 exceeded 
4 billion dollars, a figure which had never previously 
been reached even during the most active period of the 
Korean War. Furthermore, foreign markets remained 
more stable and higher prices were quoted for the main 
commodities exported by Latin America, with the ex- 
ception of cacao and wool. The improvement in the 
region’s trade balance during the second half-year mainly 
arose from the peak exports of coffee from Brazil and 
Colombia, of chilled meat from Argentina and of wool 
from Argentina and Uruguay. Similarly, the measures to 
reduce imports adopted by a number of countries at 
the beginning of 1955 had a greater effect in the latter 
part of the year. 


Statistics emphasize the significance of the change. 
While Latin America’s favourable trade balance during 
the first six months fell to only 115 million dollars, during 


1 At 1950 prices. 


* This increase has resulted in a surcharge of some 15 per cent 
on the transport costs of the region’s imports, which represents an 
approximate increment of 1 per cent in c.i-f. prices. 
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the second half-year it stood at 320 millions. But a ; f 
balances have shown a serious decrease, from 1,241 ny 


lion dollars in 1953 to 657 in 1954, and to 435 millid 
in 1955. 


Latin America’s balance of payments was slightly m1 
unfavourable than in 1954. The reduction in the tr 
balance, which could not entirely be offset by the snap 
rise in the net inflow of capital, was the direct causeq) 
this deterioration. 


Needless to say, these factors have all affected 
individual countries of Latin America in a different wi. 
and to a different degree. But it should be noted tf 
the contrasts became more pronounced during 190% 
Figure VI shows how far the countries diverge from « 
another as regards increases or decreases in the cur 
value of their exports. 


Figure VI 


LATIN AMERICA: PERCENTAGE CHANGE 
THE CURRENT VALUE OF EXPORTS 
BETWEEN 1954 AND 1955 


Natural scale 
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The dissimilarities in this respect have been mie 
marked, as a result of variations in the volume of 
ports and in the prices of the commodities which ex: 
the strongest influence in each case. But there were adh. 
considerable discrepancies in the import sector. Table |p. 
identifies the factors which affected the foreign trade : 
each individual country in the region during 1955. | 
though a general analysis of these trends follows lati ' 
some examples of outstanding situations should be note 
Mexico and Venezuela raised their imports far less tH 
their exports; Argentina and Bolivia, conversely, f | 
ported much more while their exports declined; aj" 
Brazil obtained a small surplus in its balance of pH, 
ments, thanks to a 20 per cent reduction in its impo)| 


hapter II. Foreign trade and the balance of payments 
pees eee a ee oe PAYMENTS. 
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Table 19, Latin America: Trade trends in 1955 
(Millions of dollars) 


a re NS AGAR ES TTR) fT FUT ae 


Exports Imports 

Quantum Unit value Current value 1 © Guha a a Cone 

Percentage Percentage Percenta, Pa 652 
e... ieee” TRGRP tarlcen anton 856001050 “sariation” «arian 
GRAND TOTAL 6,895 6.4 — 6.2 31 6,671 PPA 228 
- 5 Ghd GUO praia OI OIORS In oe eae 4,311 13.6 — 7.6 249 4,010 — 0.4 —108 
PPMIMEROLAL Os cise ae ocse aes 2984 14.1 — 17 398 2,353 6.2 200 
Venezuela Seerercronis 1,498 14.4 — 4.1 165 819 7.0 35 
Mexico efokevcicWensheietere/ia.’ 613 Dove — 1.0 143 718 es 97 
(CLS o15. cee 309 6.6 10.5 72 297 6.9 33 
Cuba Eiareavalensis\atarse'sis 600 14.4 — 3.7 36 489 7.2 61 
ANECATADUA Be ceciere sacs 38 59.6 — 88 vids) 68 — 2.9 — 4 
| ALA SUAVE sie sicis\s/0s.0;0 6 24 oie — 1 32 —15.2 — 4 
(b) Total peer are) oar ak anene: e's fe 1,327 12.4 —18.5 —149 1,657 —10.0 —308 
Se one 1,190 13.6 =19.7 —139 1,503 119 —324 
WostawRica <2wss.c.. 61 5.5 — 7.5 — 2 74 ei i 
Guatemala |. ccs. <.h 0 76 0.3 — 7.8 — 8 80 23.8 15 
oD Fo oIBCOnSs CBee ee 2,486 — 6.2 == yl —261 2,591 6.2 318 
con) SIN Rct hes Se 279 8.4 1.4 26 337 15.1 56 
IPS sees Se Aue 254 2 1.8 22 247 20.1 50 
I ATVATN AEE s,s, hess ss6ce- ees 25 20.6 — 4.0 4 90 1.9 6 
ee 2,207 == 80 =288 —288 2,254 4.9 258 
ATP ENTINAY « cic. os ose 1,059 —12.8 4.8 — 90 892 15.8 258 
(SOT ae ee 492 — 1.0 —10.4 — 73 606 — ll — 1 
ROEUISTIAYS vvele thay s< chores © 244 —14.2 —14.3 — 66 293 —23.8 — 49 
EIGUAGODME A: ove cts ins ae 4.7 —16.6 — 13 118 —12.5 — 15 
RO RVIAUME CS cies tcs oe Oe 80 — 5.7 1.6 — 4 84 60.9 50 
HER Oalvador Soc. cies « 66 16.9 —15.0 — | 80 3D 6 
EL aaUMMEE © cyavs cin err ays iste Si —19.2 —22.4 — 21 44 —17.3 — 8 
Dominican Rep. ..... 103 nba spe —13.4 — 4 87 11.3 13 
IVONGUTAS. esters vee 2: oe —30.9 9.6 — 16 50 9.1 8 


Source: National statistics; some of the 1955 


® The countries have been divided into four groups as follows: I. Those with a fayourable balance of payments, and (@) an increase in 
current value of their exports, or (6) a decline in the current value of their exports; IJ. Those with an unfavourable balance of pay- 
mts, and (a) an increase in the current value of their exports, or (0) a decline in the current value of their exports. 


The disequilibria, extremely serious in some cases, 
ich have appeared or have become more acute in 
veral countries since the final months of 1954, were 
flected in the trade and exchange policies of the coun- 
ies concerned. Such disequilibria are fundamentally due 
the unequal growth of imports and exports. (See 


ure VII.) 


The situation prevailing at the beginning of 1955 led 
e countries with a balance-of-payments deficit to re- 
force restrictions on imports, following the normal 
ocedure for such controls. Simultaneously, and with 
eater vigour than before, Governments renewed their 
orts to encourage domestic production, in order both 
raise the export quantum and to further the process 
import replacement. Measures were also adopted to 
part greater flexibility to the outflow of export com- 
odities, their trend being towards a reduction in the 

inistrative controls applied and in the overvaluation 
exchange rates. This new policy—especially as regards 
gentina—is too recent to allow its results to be as- 
ssed.? But it is already evident that such measures 


3 [It would likewise be premature to analyse the new policy pur- 
ed in connexion with trade treaties and payments agreements. 
e multilateral agreement between Brazil and the “Hague Club” 
k effect only in the final months of 1955, while the international 
ects of the change in Argentina’s trade policy have not gone 


statistics are estimates. 


have acted as a major stimulus to wool exports from 
Argentina and Uruguay. Nevertheless, the attempts of 
the Latin American countries to increase their resources 
by means of greater exports, in the case of most products, 
encounter serious obstacles deriving from the instability 
of prices and demand on markets outside the region. 


II. THE BALANCE OF PAYMENTS 


The year 1955 witnessed substantial fluctuations in the 
balance-of-payments situation of the Latin American 
countries in relation to 1954; in most countries they 
arose from the marked changes in the capacity to import 
and, in some cases, from modified import policy. (See 
table 20.) The variations in the value of exports largely 
determined the changes in the capacity to import. 


A considerable deficit replaced the surplus of the pre- 
ceding year in Argentina, Bolivia, the Dominican Re- 
public, Ecuador and Honduras, while the previous deficit 
increased substantially in Colombia and Uruguay. In 


beyond the stage of preliminary contacts. This change presents 


problems which require detailed study, the most significant, per- 
haps, being the maintenance, within a multilateral system, of the 
reciprocal credits included in bilateral agreements, which have 
proved yery useful in recent years and in 1955 as well. 
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Figure VII 
LATIN AMERICA: CURRENT VALUE OF AGGREGATE IMPORTS AND EXPORTS 


Natural scale 


EXPORTS 


Quantum of imports and exports 


contrast, Chile, Cuba, Guatemala and Mexico, which had 
suffered a deficit in 1954, reacted favourably in 1955. 
The same occurred, although to a lesser extent in Para- 
guay. Brazil was able to correct the serious disequilib- 
rium which had characterized the evolution of its balance 
of payments during 1951-54; Venezuela showed a con- 
siderable increment in its balance-of-payments surplus. 
Only Costa Rica, El Salvador and Peru experienced no 
major changes, in relation to 1954, in the positive or 
negative balance of their foreign accounts, which con- 
tinued to be insignificant in size. 


A glance at statistics for the whole region shows that 
the favourable and unfavourable balances largely offset 
one another and, although liabilities were finally greater 
than assets, the deficit was small in relation to the sum 
total of the external transactions which were carried out 
during the year. The existence of similar circumstances 
in 1954 deprives such over-all data of much of their 
significance.* 


#But the implications of such data had been of great impor- 
tance in 1953, because a considerable and almost universal de- 
crease in imports had resulted in large surpluses in most of the 
countries, which had a cumulative effect for the region as a whole. 


140 


130 
120 
Lite) 
IMPORTS 
a ff R. » 
a , / 4 » 
a “tN 7 ~ aes 
EXPORTS \ i \ A 7 
YW / 
90 e 
~c J 
TERMS OF TRADE 
(1950 = 100) 
oO 13946 1950 1955 


Payments capacity of exports and the terms of trade 


1. TRENDS IN THE CURRENT ACCOUNT OF THE BALAN 
OF PAYMENTS 


(a) Trade 


The aggregate value of Latin America’s exports 
1955 remained at a level similar to that of 1954. TH 
was a consequence of the differing evolution of the volum 
and the average price of exports, the former having be: 
6 per cent higher and the latter 6 per cent lower thi 
in 1954, Since the aggregate value of imports in 19) 
was more than 200 million dollars greater than in t 
preceding year, the favourable trade balance, which h: 
been over 650 millions in 1954, fell to some 430 millio 
in 1955. (See again table 20.) 


It should be pointed out that no fewer than six cou 
tries—Venezuela, Mexico, Chile, Cuba, Nicaragua ai 
Paraguay—all had surpluses arising from greater expo! 
(including revenue from the tourist trade in the cas 
of Mexico and Cuba). Brazil also recorded a favourak 
trade balance, but it resulted from a reduction in impor 
Two countries, Peru and Panama, had deficits desp: 
increased exports. In the case of Peru, this developme 
was attributed to the substantial inflow of capital whi 
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Table 20. Latin America: Trade and the balance of payments, 1955 
(Millions of dollars at current prices) 
Percentage variation 1955/54 Trade balance Balance of payments 
untries® Exports 1955 Exports Imports 1954 1955 1954 1955 
GRAND TOTAL 7,787.5 —0.2 2.9 656.6 434.5 — 66 — 96 
Bre cteteie te 's he wie ars.cloeinle’s 5,288.0 4.9 2.5 632.6 990.0 —172 386 
oo SEE i ee a 3,684.0 12.1 hel 678.2 876.0 — 95 338 
Venezuela aaron 1,855.0 9.8 3.8 771.6 902.0 16 92 
Mexico Riot otelers atae tells 663.9 es 11.0 —-148.3 —128.1 — 40 161 
SES Si eae ee 475.8 127 9.6 60.2 ~ 98.8 225 45 
Cuba Breisareaveeie.ciscarsie 575.0 10.2 ge 12.0 — 13.0 — 35 35 
INSCATAP UB Sse aces < 79.2 45.6 — 5.3 — 13.2 INS} — 6 2 
RATA SUAY 6). sysiciclo-sioie 35.1 3.2 —10.8 — 41 11 — 5 2 
(b) Total MeN oes ayarete alors 1,604.0 — 85 —17.1 — 45.6 114.0 — 77 48 
Brazil settee eens 1,423.2 — 8.9 —19.9 — 69.5 116.2 — 74 39 
@ostae Rica ........ 80.7 —-2.3 22, 2.0 — 13 1 4 
Guatemala ......... 100.1 — 75 Pe 21.9 — 0.9 — 4 5 
.  bo8e0 08 ER pees 2,499.5 — 9.5 11.6 24.0 555.5 105 —482 
MeeLotale .....000cce00s 291.8 9.9 16.6 — 74.1 —104.2 ll — 15 
eal, “SSG a GeOr 255.5 9.2 20.1 — 12.0 — 40.5 il — 10 
eiwaina mses. sees ByAs} 15.8 6.2 — 62.1 — 63.7 4 — 5 
(6) Total Lette teen eee 2,207.7 —11.5 10.9 98.1 —451.3 94 —467 
Argentina eo bas Seas 959.9 — 86 26:7 81.5 —267.1 100 —220 
Wolombiay j.0i.e.5. 583.9 —l1.1 — 0.1 — 14.9 — 87.1 — 15 —125 
MOTH OUA VE < Aue eses =. 183.1 —26.5 —18.0 — 25.5 — 41.9 — 30 — 53 
Ecuador 25 Pk a eet 88.3 —12.7 12:2, — 19.5 — 17.7 5 —1l 
Bihivia mes ato en 6 hoe 87.9 — 4] 66.0 16.4 — 37.1 11 — 34 
Bigsalvador ...%<: 104.2 — 0.8 le 18.3 14 20 — 7 
Siege setter aerate 34.9 —37.1 —15.7 7.9 — 5.1 5 a 
Dominican Republic. 114.9 — 3.4 —13.1 24.3 7.9 15 — 11 
IOMCUESS tose ces os 50.6 —24.4 14.7 9.6 — 14.4 1 — 6 


Source: Official data. 
4For the grouping of the countries, see table 19. 


to purchases abroad whose value exceeded that of 
ports. The other countries in general showed un- 
ourable trade balances, mainly caused by the reduction 
their exports, which was substantial in Argentina, 
lombia and Uruguay. (See again table 19.) It should 
noted that Argentina, which until a few years ago 
ked as the largest exporter in the region, has held 
ly third place since 1952. The further decline in its 


base an analysis of inter-Latin-American trade or of that 
maintained with the countries of Eastern Europe, it seems 
clear that the former declined during 1955, whereas the 
latter reached a somewhat higher level, mainly because 
of sugar exported by Cuba and Mexico to the Soviet 
Union and the increase in Argentine imports from that 
area. 


ports during 1955 emphasized this situation even more. Table 21. Latin America: Indices of variation in the 

The aggregate trade balance of those countries that distribution of trade, 1955 

owed a surplus stood at 1,266 million dollars, of which (1954 = 100) 

30 millions were contributed by the countries which 

d attained this position through an expansion of their z United Canada Western | 
- ‘xports States Europe Japan 

ports. The unfavourable balance of the remainder— 

7 million dollars—was accounted for mainly by the From Latin America.. 101.4 102.1 104.8 79.1 

untries whose exports decreased during 1955. To Latin America.... 97.9 86.1 104.9 82.2 


The geographic distribution of trade underwent some 
difications. Exports of Latin American products to 
United States witnessed a minor improvement after 
o slack years which largely arose from the larger 
lume of exports of petroleum and iron ore, to the slight 
e in sugar exports and to the higher prices for copper. 
t it should be noted that a greater share of both sugar 
d copper exports were shipped to European markets. 
avier exports to Western Europe in 1955 sustained 
trend visible since the early post-war years; they were 
ost 5 per cent higher than in 1954 (see table 21). 
contrast, exports to Japan dropped by 21 per cent. 
though complete data are not available on which to 


Source: Official statistics. 

a Annual imports and exports for 10 months. 

b Annual exports and imports for 11 months. 

¢ Including 19 countries and data for 9 months. 
4 Ten months. 


As regards the origin of Latin America’s imports, a 
new decrease took place in acquisitions from the United 
States, Canada and Japan, while shipments from Western 
Europe increased. Nevertheless, the reduction in pur- 
chases from the United States during 1955 was entirely 
caused by the situation in Brazil. While Brazilian imports 
from this source dropped by the large sum of 200 million 
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dollars, the other countries of the region raised their 
aggregate purchases from the United States by 100 mil- 
lions. Mexico, Venezuela, Chile and Argentina, in that 
order, were among the countries where such imports 
increased most rapidly in 1955. 


(b) The rise in cargo rates 


One of the determinants of the increase noted in the 
value of Latin America’s imports was the higher rate 
charged for the transport of cargoes. (See table 22.) 
Between July 1954 and the end of 1955, the various 


Table 22. 
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Latin America: Net balance of the different transactions on 


: 


categories of maritime freight tariffs rose in very di 
ferent proportions, although the increment was substa 
tial in most cases. World indices published to date 

creased for cargo boats without a fixed itinerary fro 
85.4 to 141.6 and from 67.6 to 154.1 (1947 = 1 

depending upon whether the contract was for a sin 
journey or for a specific period of time; in the indd 
for tankers the increment was even more spectacul 

from 56 in July 1954 to 248 in December 1955, aft 
violent fluctuations in the interim. The annual averag 
for 1954 and 1955 rose by 40 and 70 per cent in th 
case of tramp ships and by more than 55 per cent fi 


} 
| 
| 


current account, excluding merchandise* 
(Millions of dollars) 


ee 


Transport and 
insurance 


Countries 1954 1955 


ANEONHUEY Ghoddadncccdc — 72.6 * —127 
[Big:vall aera Caco e oe —158.5 —140 
Golombiaiaece reece — 91 — 95 
(CHEE: eer re as on on Serine — 47.1 — 53 
Mexico. <oae eee -e s — 10.9 — ll 
WREETER? ~~ Goooancvonucde — 37.6 — 32 
VeneZUEla cece seth -vesvetere —109.2 —123 
@thers! “awece aoe ee ae eee —179.6 —208 

ToraL —706.5 —789 


Remittance of 
profits and 


interest 


Non-financial» 
services 


1954 1955 1954 1955 


— 27 — 30 — 12.4 — 18 
— 82.4 — 90 —138.9 —109 
— 37.3 — 43 — 15.3 — 20 
10 16 — 32.2 — 34 
—203.55 —228 —112.5 —140 
— 29 — l — 5.1 — 3.0 
— 97.4 —110 —464.9 —d515 
One 12¢ —117.5 —143.3 
— 26.8 —l7 —898.8 —982 


Source: International Monetary Fund. 


a Figures for 1955 are partly estimates. This table also excludes public and private grants. 


b Non-financial services mainly include expenditure and revenue on account of patents and regis- 
tered trade-marks, of various government transactions and of tourist trade. 


¢ Increased revenue for the Republic of Panama from the Canal offsets the greater expenditure of 


the other countries. 


tankers.® Other sources—especially the official West Ger- 
man index and that of the United Kingdom Chamber 
of Shipping—show increments of the same size. The 
latter, for example, recorded increases ranging from 49 
to 53 per cent between 1954 and 1955 in the averages 
for the transport of coal, cereals and sugar in cargo boats 
without a fixed itinerary. The cost of carriage of general 
cargo by shipping on regular routes rose to a much 
smaller degree, as was natural, since the rates on such 
lines are always more stable than those of other types 
of shipping. The West German official index—which 
covers regular shipping under any flag and may thus be 
considered representative of the world trend—shows an 
increment of 12.5 per cent between July 1954 and 
December 1955. But to judge from other information,® 
it appears that up to the end of 1955 regular United 
States shipping lines were charging almost the same rates 
as those in force a year previously.? 


The reason for the higher maritime transport rates lies 
in the expansion of world trade during the past 18 months. 
The index of the quantum of world exports rose from 
101 to 110 between the third quarters of 1954 and 1955 
(1953 = 100); in other words, it advanced much more 


5 See Norwegian Shipping News, January 1956. 

6 See Export Trade and Shipper, New York. 

TAs from January 1956, the West Coast of South America 
Northbound Conference raised transport rates for South American 
copper by 20 per cent. 


rapidly than the increment in the available cargo space 
The volume of trade with Western Europe increased fi 
more than that with other regions and was also cha 
acterized by a disproportionate growth of bulk carg 
and of the transport of liquid fuels.® 


The effects of the rise in freight costs upon the un 
price of Latin America’s imports appear to have bee 
weaker than those revealed by the world trend. This 
partly because a relatively large share (more than on 
fourth) of these imports is composed of general carg 
earned by regular shipping lines and partly because th 
freight charges of ships under the United States fle 
rose less, an important consideration, since the Unite 
States provides almost half of aggregate Latin Americ 
imports. An additional influence may have been the fa 
that the total volume of the region’s imports increase 
very little. Furthermore, approximately one-seventh | 
all Latin America’s trade is carried overland. 


These factors, whether favourable or unfavourabl 
affected the various individual countries in differir 
degrees. Mexico, whose sea-borne trade is limited ar 


8The net annual increase in world shipping is estimated 
about 3 per cent. 

®The volume of crude petroleum transported by tankers has ; 
creased by 50 per cent during the last three years. The amount 
coal carried doubled between 1938 and 1953, There were al 


increments, although proportionately smaller, in the yolume of t 
trade in cereals and sugar. 
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addition is mainly carried on with the United States, 
ardly suffered at all from the higher transport costs. 
or did the countries of Central America and the Carib- 
ean feel their effects to any great extent, as these re- 
ublics trade mainly with the United States and import 
high proportion of general cargo. The consequences 
ere somewhat more noticeable for the Pacific Coast 
ountries of South America, although, except in the 
ase of Chile, their imports of liquid fuels are small. In 
ontrast, the combined effects of high volumes of bulk 
argo, liquid cargo and trade with Europe were felt in 
ose countries whose imports are brought by the South 
tlantic route. But these latter have also derived higher 
fevenue from their own merchant shipping. 


In view of these considerations, as well as the com- 
osition of the volume of Latin America’s imports,!® the 
urcharge originating from the higher cargo rates in 
1955 may be estimated to have varied between 12 and 
5 per cent for the region as a whole. 


(c) Other items in the current account 


As in previous years, transactions arising from tourist 
lctivities were mainly concentrated in Mexico.’ In 1955, 
he inflow of United States tourists, which had increased 
fter the peso devaluation of 1954, became still greater, 
nd thus reinforced the favourable influence of higher 
xports on Mexico’s capacity to import. Tourist receipts 
lso rose in the Caribbean countries. On the other hand, 
o judge from incomplete data, tourist expenditure on 
he part of Brazil, Chile and Mexico declined somewhat, 
erhaps because of the sharp rise in the free market 
ates of exchange. Expenditure of Mexican tourists 
broad also decreased. 


- Official grants from Governments outside the region— 
articularly those from the United States under its ex- 
ernal aid programmes—were of little significance in 
elation to the aggregate income of Latin America; but 
in some countries they played an important part. In the 
ase of Bolivia, for example, such grants from the United 
tates were higher than in 1954 and caused the capacity 
o import to rise by 21 million dollars, that is, by 22 per 
ent. Similarly, Guatemala and Haiti received grants-in- 
aid which contributed to a definite improvement in their 
exchange situation. 


The very high proportion of the remittances of profits 
and interest channelled to the United States is a tradi- 
tional feature of the region’s balance of payments. Most 
of these transfers were made by Venezuela, Brazil, Mexico, 
Chile and Peru, countries where foreign investment is 
substantial. (See again table 22.) Except as regards 
Brazil, the remittances made by these countries rose in 
1955, but this increment was not so great as to modify 
the favourable trend in the current accounts concerned. 
In point of fact, it mainly resulted from the intensified 
activity of the export sector, principally due in its turn 


10 Studies of Latin American imports in 1952 gave the following 
break-down of a total of 31 million tons: 15.5 million tons of 
liquid fuels; 8.7 million of general cargo and 6.8 million of bulk 
cargo. 

11J[n 1954 it was already calculated that Mexico received 20 
per cent of the total expenditure—exceeding 1 billion dollars—of 
United States tourists travelling abroad. 


to the foreign investments made in previous years.!2 The 
decline in Brazil’s transfers may be attributed to the 
reinvestment of a large share of the profits within the 
country, which was doubtless a consequence of the higher 


ener rates applied to financial remittances transferred 
abroad. 


2. TRENDS IN THE CAPITAL ACCOUNT AND NEW FOREIGN 
INVESTMENT 


After two years in which the favourable balance in the 
capital account had decreased substantially, there was 
an appreciable increment in net income during 1955. The 
considerable increase in private investment, which had 
fallen in 1953-54, was the major determinant of this 
upswing of income, and offset the drop in long-term 


official loans. (See figure VIII.) 


Figure VIII 


LATIN AMERICA: AGGREGATE AND ITEMIZED 
BALANCES IN THE MOVEMENT OF CAPITAL 
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The short-term capital account as a whole underwent 
certain favourable modifications; if the situation changed 
for the worse in some countries, it showed a notable im- 
provement elsewhere. Incomplete data show that the out- 
flow increased in several Central American countries, 
Bolivia, Chile and, particularly, in Uruguay, while it 


12 Despite the insignificance of the figures involved, the increase 
in remittances by Argentina, especially to the United Kingdom, 
should be noted. At the end of March 1955 an agreement was 
signed providing for the transfer of interest and profits for a sum 
of 1.5 million pounds sterling up to the end of June 1956. 
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was reduced in Cuba and Mexico. In the latter country, 
capital began to be repatriated as a result of the favoura- 
ble evolution of the economy after the devaluation in 


1954. 


Table 23. Latin America: Development loans of the Export-Import Bank and the International Bank, 1954-55 
(Millions of dollars) 


New authorizations 


1954 


Countries Eximbank IBRD 
Argentina. Veicctes test aciels eet ole stores tren 25 — 
Brazil ose ee cates stews AAA Ee eee 19.1 18.7 
Colombia IRR tee ac eae ane V2 5.0 
Mexico ives. fefc cll datas steele eae eee 2.4 61.1 
PEL ove eic.g Sto bains sb.ele, ate we seretorter nee eaiere 98.5 iby 
Others’ Fits hacneco aie saeos acta ete Owe ws 29.7 24.6 

Totat 153.4 Tides! 


Source: Official publications of the United States Export-Import Bank (Eximbank) and of the International Bank for Reconstruction 


and Development (IBRD). 


This is all the more striking because the amount of 
the development loans authorized in 1954 had increased 
considerably. On the other hand, the new loans author- 
ized by the Export-Import Bank were also smaller in 
1955, even though a credit of 60 million dollars was 
granted to Argentina for the installation of an iron and 
steel plant.‘ The International Bank for Reconstruction 
and Development transferred slightly more capital to 
Latin America than in 1954, while new loans decreased 
in size. Outstanding among the latter were credits granted 
to Peru and Colombia for 26 million and 20 million 
dollars, respectively. 


The economic activities which benefited most from 
loans granted by these two banks were still transport and 
agriculture. But there was an increase in the loans for 
industry and the production of energy, while those for 
mining decreased, Thus, in 1955 greater importance was 
attached as a rule to activities directly concerned with 
meeting basic national needs than to the export sectors. 
The disbursements made by the two banks mainly 
favoured Brazil, Colombia, Mexico, Peru and several 
Central American countries.1® 


Nevertheless, as repayment of another series of devel- 
opment loans granted in the post-war period by both 
banks has now begun, the weight of amortization borne 
by Latin America as a whole continued to rise and in 
several countries exceeded the lower receipts, in strong 
contrast with the considerable positive balance recorded 


in 1952-54, 


13 For example, no disbursement has been made from the 100- 
million-dollar loan granted to Peru, which represents about two- 
thirds of the regional total authorized in 1954. 


14 Nevertheless, it should be noted that the Export-Import Bank 
has declared its intention to expand its operations in the future; 
the decision to sell its portfolio bonds to private investors con- 
firms this statement. Again, new loans and disbursements for sta- 
bilization increased during 1955. 

15In the investment field, the proposed creation of an Inter- 
national Finance Corporation has opened up prospects whose full 
scope cannot yet be assessed. In 1955, the United States acceded 
to the new Institution and laws were passed in Costa Rica, Ecua- 
dor and Haiti authorizing the Governments to become members. 


Part I. Economic trends in Latin America during 19% 


Disbursements 
1955 1954 1955 

Eximbank IBRD Eximbank IBRD Eximbank IB. a 
60.1 =e 1.6 me ate : 

8.6 a2 47.0 32.0 41.4 14, 

2.8 20.4 5.1 8.1 0.2 12.8 
28.1 — 37.2 8.3 4.5 33.1 

1.3 25.5 0.1 15 0.1 74 

19.9 42.8 17.3 18.6 26.6 8. 
120.8 88.7 108.3 68.5 72.8 76.4 


The decline in the inflow of official long-term capit# 
during 1955 contrasted with the previous increase arm 
was partly due to smaller disbursements on loans autho) 


ized by the Export-Import Bank. (See table 23.) 


No data are available for a table giving detailed statis: 
tics on new private investment of foreign origin duringg. 
1955. To judge from incomplete information, heavier 
private investment by the United States after 1954, ancy, 
the probable maintenance of a higher level of investment 
by other countries, were the two main factors in the 
improvement which took place during 1955 in the long} 
term private capital account.!® | 


But, to grasp the full significance of the increase i 
1955, it should be noted first and foremost that the inflow 
of private capital from abroad during 1954 was of limitedi 
importance in relation to such receipts in 1951] and 19524, 
(See again figure VIII.) Moreover, the remittances off) 
profits on foreign investment reached some 750 million) 
dollars in 1955 and continued to be far in excess in thes 
inflow of private long-term capital.17 


As in 1954, a large proportion of the new capital 
entering Latin America was channelled towards industry: 
and trade. Despite the appreciable volume of investment 
in the petroleum sector, the amount of capital received! 
by mining as a whole could not be compared with the 
substantial sums invested during 1950-53. A brief ex- 
amination of the situation in a few countries will illus-4 
trate the foregoing statements more clearly and willl 


show the geographic distribution of the long-term capital | 
inflow. 


16 To these factors may be added the lower Latin American pur- -|j 
chases of bonds in the United States, in so far as this decline did | 
not represent a reduction in the short-term investment of the re-.| 
serves of central banks. Information is not available on the share :| 
contributed by such investments over the short and the long term. | 
In 1954, the total had increased substantially and it seems that | 
most of the increment arose from short-term purchases by the | 
Banco Central de Cuba. As regards efforts to expand future in- 
vestment in Latin America, mention should be made of the Inter- 
American Conference, held at New Orleans, and attended only by | 
private businessmen and companies. During this conference it was | 
decided to create a private investment trust which will sell its | 
shares in the United States and invest the capital received in new } 
private enterprises in Latin America. The target fixed for the suc- 
cessive sales of shares is a total of 100 million dollars, 

17 For methodological reasons, the discussion of these remit- | 
tances appears in the analysis of the current account. (See above . 
p. 26, for the significance of the increase in such remittances. ) 


During the post-war period, the largest share of aggre- 

hte foreign investment in the region was placed in 
enezuela, and almost entirely in petroleum production. 
he inflow of capital for this purpose declined later 
hen profits were reinvested, but the development of 
jon-ore mining implied new and substantial capital 
eipts in dollars. In 1954-55, investment in iron ore 
me to an end, but other sectors began to attract foreign 
pital, particularly industries to produce rubber, tyres 
ad petro-chemical products. Furthermore, although it 
as not yet led to an inflow of capital, a contract has 
en signed between the Venezuelan Government and 
yo Italian companies for the investment of 173 million 
pllars in an iron and steel plant. 


| Investment in the petroleum industries of Colombia 
hd Peru continued to decline, probably because the 
sults obtained from drilling and prospection were not 
Pry promising. But in Peru the decrease was offset by 
crements derived from new sums invested in trade, as 
ell as in heavy and light industry. Similarly, in Chile 
d Mexico, the industrial sector—particularly the chem- 
al and manufacturing industries—received more capital 
om abroad than in 1954. To judge by the investments 
ready authorized, the legislation on foreign investment 
Hopted by Chile in 1954 appears to have had a very 
vourable reception in Western Europe and the United 
itates.15 


On the basis of the few data available, it may perhaps 
e stated that the inflow of capital rose somewhat in 
razil.1° About half of these new investments were placed 
the manufacturing sector. 


It is well known that in 1953 Argentina established a 
ew statute relating to foreign investment, whose volume 
ad been small in the immediate post-war period. At the 
ose of 1955, investments authorized under this altered 
sgime amounted to some 40 million dollars, much of 
hich appears to have already taken the form of ma- 
inery and equipment brought in especially for the 
xechanical industry. A trend towards greater activity on 
ne part of foreign investors was thus apparent; but the 
pply of such capital to date is very far from meeting 
alance-of-payments and economic development require- 
rents, It is hoped that the devaluation of the Argentine 
eso, decreed in October 1955, will not only encourage 
xports but will also provide a stimulus for foreign in- 
estment. Furthermore, imports of capital goods without 
e use of foreign exchange were once again authorized 
some cases. 


THE BALANCE-OF-PAYMENTS SITUATION AND FINANCING 
; METHODS 


The net balance-of-payments situation of Latin Amer- 
a as a whole was unfavourable in 1955, the deficit 
mounting to some 100 million dollars. This negative 
alance primarily reflects the behaviour of the balance of 


18 The new legislation for the copper-mining industry, adopted 
n early 1955, also appears to have been well received. Some of 
he producing companies have announced a considerable expan- 
ion of their investments for 1956. 

19 Aggregate foreign investment rose by 45 per cent, but this was 
1ainly due to the increased reinvestment of profits. In turn, the 
igher reinvestment arose more from the decision to reduce the 
‘ansfer of profits than from a definite policy to raise investment. 
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payments in Argentina, Bolivia, Colombia and Uruguay, 
although other countries contributed to the result in a 
much smaller degree. It was the evolution of exports that 
exerted the greatest influence both in most of the coun- 
tries with a deficit and in those where a surplus was 
recorded in the balance of payments. (See again table 20.) 


An examination of the nine countries which had a 
favourable balance in 1955 shows that in six of them— 
Venezuela, Mexico, Chile, Cuba, Nicaragua and Para- 
guay—the surplus reached 338 million dollars and was 
mainly determined by the increase in exports. On the 
other hand, of the eleven countries where an unfavourable 
balance existed, nine—Argentina, Colombia, Uruguay, 
Ecuador, Bolivia, El Salvador, Haiti, the Dominican 
Republic and Honduras—had a deficit principally re- 
sulting from the contraction of their sales abroad, The 


total negative balance of these nine countries amounted 
to 467 million dollars. 


But the revenue derived from non-financial services 
and the inflow of capital—although it generally had only 
a limited effect on the final result of the balance of pay- 
ments—did serve in some cases to improve the favourable 
position caused by the trade balance and in others to 
offset the imbalance arising from trade. 


Among the countries with a favourable balance, Vene- 
zuela is outstanding for the size of the surplus. A new 
peak in petroleum sales chiefly accounted for the sub- 
stantial increment in the favourable balance in relation 
to 1954. The notable improvement in Mexico was largely 
due to greater exports—especially of cotton—and to 
higher receipts from the tourist trade, although an in- 
crease in long-term investment and a smaller outflow 
of short-term capital both made a contribution. The pro- 
nounced improvement in Mexico’s balance-of-payments 
situation represented a vigorous reaction to the problems 
which had arisen during the first half of 1954. 


The favourable balance in Cuba was attributable to 
similar causes, although they operated less intensively. 
The situation in 1955 also contrasted with the deficit in 
the previous year. Chile too found itself in a better posi- 
tion, thanks to the combined action of an increase in 
the volume of its exports and an improvement in the 
terms of trade. Higher exports were also the main element 
determining the surplus in Nicaragua’s balance of pay- 
ments. 


Conversely, Brazil, Costa Rica and Guatemala, which 
showed a favourable balance in their foreign accounts, 
witnessed a decline in their exports. Guatemala’s small 
positive balance arose from an increase in official grants. 
In Brazil the surplus was the consequence of a large 
reduction in imports aimed at the adjustment of ex- 
penditure to a lower level of income. Furthermore, the 
sum of the external commitments contracted during pre- 
vious years, in order to relieve exchange difficulties, 
apparently exerted pressure in Brazil and made it neces- 
sary to stabilize the balance of payments during 1955. 


Argentina should be mentioned first among the coun- 
tries which showed a deficit, because of the considerable 
size of the unfavourable balance. The decline in exports 
of cereals led to a substantial decrease in the capacity 
to import which, combined with some expansion of im- 
ports, caused a deficit of some 200 million dollars as 
compared with a surplus of 100 million in 1954, In 
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Uruguay, also, despite the contraction of imports, re- 
duced exports and lower prices—especially for wool— 
united to weaken the balance-of-payments situation. The 
drop in export values, caused by lower coffee prices, and 
some delay in adapting expenditure to the subsequent 
reduction in the capacity to import, determined a deficit 
of more than 100 million dollars for Colombia; the 
previous surplus in Ecuador also became a deficit. But 
increased imports in Peru were offset by a substantial 


Table 24. Latin America: Means of financing the balance of payments, 1954-55* 
(Millions of dollars) 


Gold and 
exchange Payments 
reserves» agreements 
Countries 1954 1955¢ 1954 1955¢ 
Argentina ....... —113 + 20 +24 +190 
Brazil We vsrevare sacar + 27 — 49 —66 — 
Qolombiay seme — 83 +100 + 2 — 
GDS) sien cance + 28 — 39 —3 — 
Mexico. ance + 17 —204 +1 —- _- 
Uraguaysvan.cctes — 8 + 30 +48 + 20 
Venezuela ....... — 8 — 76 —- — 
Others se aecne sie — 14 — 9 +15 — 8 
TotaL —149 —227 +21 +202 


Source: International Monetary Fund. 


aThe share of errors and omissions corresponding to clearing 
accounts has been included. 


b For the account of gold and exchange reserves, the sign (—) 


States granted new consolidation loans to Brazil for a 
longer term (up to eight years), and these loans are to 
be used to liquidate short-term commitments, On the 
other hand, some countries—especially Argentina, Chile 
and Colombia—bought surplus agricultural products from 
the United States Government; they were thus able to 
save convertible exchange, since such purchases were 
made in national currency. Lastly, the trend towards an 
increase of medium-term credits should be noted; they 
are called “deferred payments” and are granted by 
various European countries to finance imports of equip- 
ment.2° Bolivia was one of the main beneficiaries under 
this system and was able to cover its deficit through the 
use of such credits. 


Argentina and Uruguay—which are outside the dollar 
area and normally transact most of their foreign business 
with inconvertible currency areas—financed a high pro- 
portion of their deficit by means of credits included in 
their bilateral payments agreements. (See again table 22.) 
But Colombia and Ecuador were obliged to resort freely 
to their holdings of gold and convertible currency to 
cover the deficit in their foreign accounts, Although 
Haiti, Honduras and the Dominican Republic used such 
reserves to a far smaller extent, in absolute terms, they 
also had to use a larger relative share of their aggregate 
holdings. 


20 Under this system, some of the national currency derived from 
the sale of the surpluses is loaned to the recipient country for 
purposes of economic development and can be reimbursed in dol- 
lars over a period of up to thirty years. Consequently, these trans- 
actions may be regarded, up to a point, as development loans. The 
same is true of the consolidation loans, in view of the period al- 
lowed for their amortization, and of the “deferred payments”, since 
they can be used to import capital goods. 
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inflow of capital and the negative balance was eh 
small. The continued deficit in Bolivia was caused ot 
greater purchases abroad during 1955. (See agail 
table 21.) | 


As in previous years, the methods of financing balanc 
of-payments deficits differed in the countries which fay 
within the dollar area and in those outside it. (Se ‘ 
table 24.) But it is interesting to note that the Uniteyy. 
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represents an increase in the reserves; in fact, for book-keepingg) 
purposes, the account does in fact receive an asset. The sign (+) 
represents an outflow. 


¢ The figures for 1955 are partly estimated. 


Elsewhere, of the countries which showed a surplus: 
of some size, Venezuela, Mexico and Cuba increased their 
gold and dollar reserves. The same was true to a lessen 
degree of Guatemala. Chile, which is not in the dollan 
area, liquidated a proportion of its outstanding tradeq 
debts and of the deficit which had accumulated in theq) 
accounts of its bilateral agreements. 


Brazil recorded both an increase in reserves and 
substantial reduction in the short-term commitments con- 
tracted in former years, which had reached a high level. 
Nevertheless, the surplus in Brazil was caused by a sharp 
curtailment of imports; in fact, the favourable situation) 
of the short-term commitments mainly arose from thed 
consolidation loans mentioned above, which were granted 


i private banks and official institutions in the United] 
tates. 


| 
| 
| 


lil. TRADE AND EXCHANGE POLICY IN LATIN | 
AMERICA 


One of the most striking features of the year 1955 was || 
the lack of correlation between export and import trends | 
in a number of Latin American countries. Argentina and | 
Bolivia made considerably more purchases abroad, de- | 
spite the decline in their exports; the same was true, 
although to a lesser degree, of Costa Rica, the Dominican | 
Republic, El Salvador, Guatemala and Honduras. The | 
position was reversed in Nicaragua and Paraguay, where 
the expansion of exports and the contraction of imports | 
enabled these two countries to restore equilibrium in| 
their balance of payments. Outstanding examples of dis- | 
parity in the evolution of exports and imports are also 


Hovided by Colombia and Brazil. In Colombia, imports 
nained at almost the same level, although exports 
creased by 11 per cent; whereas in Brazil a much 
— reduction was recorded in imports than in sales 
road, 


All these situations, apparently differing widely from 
fe another or even in complete contrast, reflect the 
istence of one and the same basic problem. The pres- 
e of domestic demand—not only to satisfy direct con- 
er demand for imported goods, but even more to 
pply industry—tends to grow more rapidly than the 
sources derived from exports. In-some years this pres- 
re induces the country to effect more imports than 
e justified by the volume of such resources, and meas- 
es then have to be adopted to stabilize the balance of 
yments. 


Tf 1950 is taken as the base year,?! the volume of 
ports can be seen to have increased 27 per cent by 
935, while exports expanded by only 11 per cent and 
e terms of trade became slightly unfavourable. These 
pures give a clear idea of the gravity of the problems 
ecting the Latin American countries, especially if it is 
membered that the share of imports in the formation 
the gross national product amounts to approximately 
5 per cent, and that many republics have been compelled 
cut down their imports of non-essential consumer 
foods. On the other hand, it is similarly obvious that the 
<tension and diversification of the external credit facili- 
es at the disposal of the countries of the region have 
pmewhat eased the pressure of demand, although the 
act that mainly short-term credits are involved may affect 
ne availability of future income. 


Broadly speaking, it can be noted that official anxiety 
» restore and encourage exports has been gradually in- 
easing during the last few years. This largely accounts 
or the trend towards a progressive normalization of 
xchange régimes, designed to put an end to the external 
vervaluation of currencies. In the long run, this over- 
aluation has proved to exert a depressive influence on 
xports. 


Without going into further detail, an attempt will now 
e made to indicate the characteristic features of some 
ecent developments, and to examine the means adopted 
o remedy the situations in question. 


je 3):7-VACH 


The value of Brazil’s exports was very heavily reduced 
1955, partly because of the fall in coffee prices. This 
yas not the main factor involved, as there was a notable 
ecovery in the volume of exports, after the sharp decline 
vhich took place in 1954. Even so, receipts from coffee 
vere 97 million dollars less in 1955 than in 1954. Income 
rom cotton also decreased by 103 million dollars, in 
consequence both of a much smaller volume of sales and 
yf somewhat lower prices. Furthermore, the capacity to 
mport was affected, to an even greater degree, by the 
lelayed action of previous disequilibria; in 1955, 210 
nillion dollars were paid out on account of short-term 
rade debts accumulated over recent years. Some favour- 


21 The year 1950 was relatively favourable for Latin America 
rom the balance-of-payments standpoint, since it closed with a 
et surplus of 274 million dollars. 
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able factors partially mitigated the consequences of these 
adverse circumstances. Although the evolution of ex- 
ternal markets resulted in a 255-million-dollar reduction 
in the value of exports of the three staple products, coffee, 
cotton and cacao, which produced only 1.052 billion 
dollars in 1955, the greater efforts made by domestic 
producers successfully raised the proceeds of exports of 
less important products (outstanding among which was 
pinewood) from 255 to 320 millions dollars, that is, by 
25 per cent. Nevertheless, Brazil was compelled to enforce 
severe rationing of the foreign exchange at the disposal 
of importers. The contraction in imports amounted to 
324 million dollars, expressed in current values, and to 
12 per cent in terms of volume. The result was a favoura- 
ble trade balance of 116 million dollars, thanks to which 
the current account of the balance of payments was 
stabilized. 


So great a curtailment of imports was achieved by 
means of an exchange régime which enables the amount 
of foreign currency granted to importers—among whom 
it is distributed by a system of bidding—to be strictly 
established beforehand. In consequence of this policy, 
the country’s debtor position was eased, the sum of its 
outstanding trade payments commitments was reduced 
and the rapid liquidation of those arising from recent 
purchases was ensured. On the other hand, the system 
of auctioning the scant supply of foreign exchange avail- 
able for imports intensified the pressure exerted by the 
demand for foreign goods. Owing to the competition 
among importers, the agios paid over and above the old 
official rate rose rapidly and uninterruptedly, from an 
average of 22 cruzeiros to the dollar during the first 
few months of the new exchange régime (at the close 
of 1953), to over 80 in December 1955. 


As regards the effect of the contraction in imports on 
their composition, preliminary indications, based on data 
for nine months, show a marked reduction in purchases 
of raw materials other than foodstuffs. Nevertheless, the 
indices of industrial activity continued to rise during 
the same period. Although the inadequacy of available 
statistics does not allow the importance of this factor 
to be assessed, there can be no doubt that the develop- 
ment of Brazil’s own industry in recent years has led to 
the production of a number of items to replace imports, 
especially in the categories of spare parts for machinery, 
tools, chemical and pharmaceutical products, electrical 
appliances and processed materials. Not only have im- 
ports of this kind been replaced, but such commodities 
are also beginning to be exported, at least to neighbour- 
ing countries and to Chile.?* All this is in conformity 
with the natural trend of Brazil’s economic growth. How- 
ever, the selective encouragement of investment in new 
branches of industrial production—a policy which has 
been pursued for several years now—has clearly helped 
to stimulate import replacement and to promote new 
lines of production for export. The development of mining 
in the Rio Doce valley has enabled exports of iron ore 
to be increased by 40 per cent, the foreign exchange 
proceeds approaching 30 million dollars. 


22 Recent information confirms that alarm clocks were exported 
to Argentina, lorries and sewing-machines to Bolivia and various 
types of tools and machine tools to Chile. Data are also available 
on sales of electric adding-machines to Venezuela and Mexico. In 
the aggregate, the value of export permits for manufactured prod- 
ucts rose from 5 million dollars in 1954 to 18 millions in 1955. 
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Among the measures adopted by the Brazilian au- 
thorities in 1955 with a view to maintaining or expand- 
ing exports, modifications of the exchange rates must 
also be mentioned. There was no question of putting a 
premium on exports, but rather of progressively adjust- 
ing the rates concerned to the level simultaneously de- 
termined by the inflationary rise in domestic costs and 
by the fluctuations of sales prices on foreign markets. 
Brazil’s staple exports did actually benefit in 1955 from 
these adjustments. One of the most noteworthy was in- 
troduced in January, and took the form of the classifica- 
tion of export products in four categories with exchange 
bonuses—from 17.19 to 31.70 cruzeiros to the dollar— 
over and above the basic rate of 18.36 cruzeiros. Coffee, 
for which a special lower rate had originally been main- 
tained, was included in the second category from Feb- 
ruary onward, a step which represented an increment 
of 10 cruzeiros to the dollar. Subsequently, half-way 
through the year, cotton, cacao, pinewood and tobacco 
were also transferred to a different category, the cor- 
responding rate of exchange rising by 6 cruzeiros to the 
dollar. Most secondary products were then likewise ac- 
corded a more favourable exchange treatment. The re- 
markable recovery of exports in the second half of the 
year and the reopening of markets formerly lost must 
be attributed to these measures.”* 


Again, the entry into production of new petroleum 
refineries resulted in a saving of foreign exchange which 
is calculated at 17 million dollars yearly. Owing to the 
increase in consumption, however, effective expenditure 
continued to rise. Clearly this increment would have been 
greater had the development of domestic refineries not 
intervened. The figures for the first eleven months of 
1955, compared with those for the same period in 1954, 
show that imports of petrol and fuel oils fell from 6.2 
million to 4 million tons, while imports of crude petroleum 
expanded from 60,000 to 3.2 million tons. The volume 
of total imports, taken in the aggregate, grew by 16 per 
cent, and their value by only 3 per cent (5 million 


dollars). 


2. COLOMBIA 


The evolution of Colombia’s foreign trade diverged 
considerably from that of Brazil in 1955. Both countries 
suffered the effect of the fall in coffee prices, but the 
situation in Colombia differed from that of Brazil in- 
asmuch as the increase in the volume exported was neg- 
ligible. Neither was any expansion registered for other 
products, so that the volume of Colombia’s total exports 
declined slightly (by 0.9 per cent).24 The index of their 
unit value, according to Colombian statistics, decreased 
by 10 per cent.?® 


23 A case in point is that of carnauba wax, which regained its 
footing in the United States market, whence it had been ousted 
by candelilla wax from Mexico. 

*4The data given here are not identical with the figures pub- 
lished in “Colombia’s economic policy in a year of balance-of- 
payments disequilibrium”, Economic Bulletin for Latin America, 
Vol. I, No. 1 (January 1956), p. 53, some of which were provisional. 

25 This figure is somewhat surprising, when it is recalled that 
coffee constitutes about 83 per cent of total exports and that its 
mean export price was reduced by 20 per cent, or, on an average, 
from 80 to 64 cents per pound. In point of fact, the 10 per cent 
reduction relates only to the registered values of exports. The loss 
suffered by Colombia’s economy was at least half as great again, 
owing to the narrowing of the margin of foreign exchange placed 
freely at the disposal of exporters. 
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Owing to a slight rise in average import prices, ! ht 
terms of trade deteriorated in 1955 by over 11 per cer 

in relation to 1954. Imports, however, remained at almof 
the same high level which they had reached in the latte 
year, the consequence being a trade deficit of 87 millicgy’ 
dollars at current values. Again, foreign exchange reservajj” 
declined by 118 million dollars, that is, by 44 per cemyp* 
despite the fact that the amount of trade payments 
arrears which remained outstanding was estimated 
about 100 million dollars. 


The various measures adopted in the course of 1954 
to stabilize the balance of payments have been fully di 
cussed in a recent document.?® Such measures operates 
indirectly through a considerable increase in the exchangs 
surcharge. The situation in Brazil was reversed ii 
Colombia, where exchange surcharges were establishes 
beforehand without direct restriction of the amount cip” 
foreign exchange to be utilized. It would seem that thi 
indirect method proved slower and less effective in it 
operation, since the total value of Colombia’s impo 
was virtually the same in 1955 as in the preceding yeaa” 
(672 million dollars in 1954 and 671 in 1955). It shoul 
be recalled here that the figure for 1954 represented : 
substantial increase—122 million dollars or 22 per cent— 
in relation to 1953. Nevertheless, an examination o 
monthly statistics clearly shows that the boom in import! 
which characterized the last few months of 1954 haa 
already been halted in the first six months of 1955. Bea 
tween July and December the contraction became muchi’ 
more definite. From 366 million dollars during the latter}? 
half of 1954, imports fell to 350 millions in the first 
six months of 1955 and to 321 in the second half of the 
year. Meanwhile, new measures adopted in October andi 
November—more energetic, although still indirect—orig-} 
inated a sharpening of the downward trend, which be-\> 
came manifest in the early months of 1956, when thedy 
value of imports classified in the preferential and primary: 
categories declined by a further 40 per cent. If this rated 
were maintained, the decrease in the outflow of foreig 
exchange would easily exceed the annual reduction of 
160 million dollars, which was the target set up by thee 
authorities. 


As regards the composition of imports, the effects off 
the measures adopted early in 1955 deserve some com-4 
ment. If data for that year are compared with those for’ 
1954, it will be seen that imports of consumer goods, ,| 
fuels and raw materials contracted in a proportion rang: | 
ing from 6 to 15 per cent, while imports of capital goods} 
expanded by almost 10 per cent, until they represented | 
more than half total imports. This fact radically modifies | 
first impressions of the efficacy of the measures for cur- | 
tailing imports, which actually took effect more rapidly | 
than seemed to be the case, but only upon those items | 
where they could logically do so, that is, upon imports | 
of products for which long-term sales contracts are not | 
required. It seems inevitable that an import structure in | 
which the share of capital goods is almost 50 per cent | 
should be unable to react quickly to abrupt changes in | 
economic activity or to restrictive measures. Another | 
point worth noting is that the reduction in imports of | 
raw materials created no difficulties, at least up to the 
end of 1955. Moreover, all the raw materials essential 
for the normal functioning of industrial activities were 


26 See the article mentioned in footnote 24. 


luded in the preferential and primary categories, thus 


| oying priority and a favourable exchange rate. 


olombia’s economic policy was also directed towards 
development and enlargement of foreign markets. 
t only was the benefit of the free exchange rate granted 
products of secondary importance,27 but, in addition, 
restriction imposed in May on imports from coun- 
es with which Colombia had a trade deficit led to a 
ght increase in exports of coffee to Europe, although 
some sacrifice of price levels which was reflected in a 
ircharge on the value of the products imported. 


With respect to production for import substitution, 
phasis should be laid on the domestic iron and steel 
king industry, which succeeded in meeting about 50 
x cent of consumption requirements. Similar stress 
ust be laid on the great expansion of cotton production, 
anks to which the Colombian textile industry is now 
f-sufficient as far as ordinary fibre is concerned. Tariff 
ties on imports of cotton and its by-products were 
erefore increased as from last November. 


3. EcuaDoR 


\Ecuador was the country in which income from coffee 
jd cacao suffered the greatest proportional reduction in 
55. To the fall in prices were added the effects of a 
dor cacao crop. Fortunately, 50 per cent of the 20- 
lillion-dollar decline in receipts from these sources was 
fset by a noteworthy rise in exports of bananas, rice, 
d Panama straw hats. Despite the difficulties en- 
untered in the marketing of rice, shipments abroad 
ubled during 1955, but this did not prevent the stocks 
cumulated since 1953 from increasing as well, on ac- 
unt of the unusually good harvest. As for exports of 
nanas, they continued to follow an upward trend, and 
uador became the foremost world supplier.?® If it is 
mitted that the rise in coffee and cacao prices in 1954 
as exceptional, Ecuador’s production for export can be 
nsidered to have maintained the trend towards rapid 
velopment which had begun in 1950 and which had 
lowed larger imports of capital goods to be effected and 
onomic development to be promoted.*® The curtailment 
imports in 1955 affected capital goods less than the 
her categories, so that their quota increased in relation 
the preceding year from 37.1 to 39.6 per cent of total 
ports. From 15 million dollars in 1950, imports of 
pital goods rose to 40 million dollars’ worth in 1955; 
is permitted the rapid development of the textile in- 
stry, among other activities. 


The means employed to restrict imports were of vary- 
g kinds. Indirect action was taken, in that application 
yr import permits had to be accompanied by an advance 
eposit of their value; but direct measures were also 
dopted, in the form of an extension of the list of pro- 
ibited imports. Imports were thus reduced by an amount 


27[n contrast with the official rate of 2.50 Colombian pesos to 
e dollar, the free exchange rate stood at more than 4 pesos to 
e dollar at the close of 1955. ; 
28 The smaller output in Honduras and Guatemala made a cir- 
stantial contribution to the rise in the demand for bananas 
om Ecuador. é 

29 With 1950 as the base year, the volume of Ecuador’s exports 
se from 69 in 1949 to 100 in 1952 and 118 in 1955, slight reces- 
ons being recorded in 1951 and 1953. 
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rather larger than that of the decrease in exports, but 
even so equilibrium was not achieved either in the trade 
balance, where the deficit remained almost the same as 
in the preceding year, or in the balance of payments, 
which was further affected by other factors. Tighter 
restrictive measures will probably have to be introduced, 
as, owing to the unfavourable evolution of the trade and 
financial situation in 1955, three of the limits which 
monetary legislation defines as critical for Ecuador were 
overstepped. In fact, the country’s foreign exchange re- 
serves were reduced in one year by more than 25 per 
cent, and dropped to less than 30 per cent of the annual 
value of imports and below 40 per cent of the moncy 
supply.®° 


Ecuador’s exchange system authorizes multiple rates 
within a margin narrow enough not to distort the relation 
between domestic and world market prices. Exports of 
marginal products may be stimulated by the granting of 
total or partial participation in the benefits of the free 
rate of exchange, but the difference between the official 
rate of 15 sucres to the dollar and the free rate has not 
exceeded 15 to 20 per cent in recent years, except on very 
rare occasions. It has thus been sufficiently flexible to 
enable production for export to find markets abroad. 
The only exception has been rice, for which the Govern- 
ment grants direct subsidies and arranges agreements 
with foreign countries, for instance, Canada, because of 
the high production costs of this commodity. 


Furthermore, new measures have recently been adopted 
with the aim of promoting exports and production for 
import replacement. An Instituto del Café and a Comi- 
sidén Nacional del Trigo have been set up. Studies on 
banana pests have also been encouraged. Previous efforts 
have already yielded some results, among them the in- 
crease in exports of washed coffee, for which prices have 
improved. The noteworthy increment in the production 
of bananas was partly due to the implementation of the 
official road transport programme. 


4, ARGENTINA 


In Argentina, the poor maize harvest was the principal 
cause of the 9 per cent decline in the value of exports. 
This decrease would have been considerably greater if 
a recovery in wool sales during the last few months had 
not taken place. The satisfactory trend shown by the 
wool market after the exchange reform introduced in 
October 1955 has been maintained during the early 
months of 1956, thanks to the large purchases made by 
Japan and the United States.?! The boom in exports of 
chilled meat which had already begun in June as a result 
of the return to free trading in meat in the United King- 
dom was also intensified at the time of the exchange 
reform. The progress achieved was so remarkable that 
Argentina ousted Australian meat from second place on 
the British market. Nevertheless, Argentina’s trade bal- 


30 Reserves in gold and foreign currency fell from 34.1 to 23.4 
million dollars during the course of 1955. In March 1956, the 
Junta Monetaria prohibited imports of spirits, tinned goods, pas- 
senger cars and 50 other non-essential articles. 

31 For a more thorough analysis of the measures for the encour- 
agement of exports decreed in October 1955 by the Argentine 
authorities, see the article entitled “The situation in Argentina 
and the new economic policy”, Economic Bulletin for Latin Amer- 


ica, pp. 26 et seq. 


34 


ance suffered a severe disequilibrium in 1955, largely 
owing to the expansion of imports. The contraction 
effected in previous years had meant that raw materials 
and spare parts for industrial equipment were in such 
short supply that a relatively considerable increase in 
import permits became essential. 


The terms of trade were highly unfavourable to 
Argentina, despite a slight improvement in export prices. 
Their deterioration was due to a marked increase, 
amounting to 9 per cent, in the unit value of imports, 
the explanation of which no doubt partly lay in the rise 
in sea freight charges, which principally affected trans- 
port between Europe and the South Atlantic seaboard. 


5. Urucuay 


Uruguay also felt the effects of such increments in 
ocean transport costs, but with the aggravation of a 
considerable decline in the unit value of its exports. 
The factor of most importance, however, was the almost 
entire disappearance of exportable balances of meat. The 
value of total exports fell by 27 per cent, even though 
sales of wool greatly increased towards the close of the 
year. As in the case of Argentina, these sales have con- 
tinued during the early part of 1956, especially those 
to the United Kingdom, the Netherlands and the Soviet 
Union. The application of a more favourable exchange 
rate also exerted some influence, but as this was only 
a temporary concession the year’s exportable balance was 
completely liquidated in a few months, 


In contrast to Argentina, Uruguay reduced its imports 
in 1955, thanks to the direct action of the control mecha- 
nism which limited the granting of permits. Nevertheless, 
the decrease in imports was not so great as the decline 
in exports, and the trade deficit already apparent in 
the preceding year was thus aggravated. Again, the im- 
ports formerly effected had provided industry with its 
normal supplies, so that the restrictive measures most 
strongly affected raw materials, since the share of capital 
goods increased. A relative increment was also to be 
seen in imports of consumer goods. This was apparently 
a consequence of the special features of the exchange 
system, which is conducive to exaggeratedly large imports 
of non-essential and even luxury goods, as it is these 
that can most easily carry the price surcharges necessary 
to offset the direct or indirect subsidies required by many 
export products on account of their high costs. 


6. CHILE 


An increase of 17.7 per cent in current export values 
gives the measure of the improvement in Chile, The 
larger volume of exports and better sales prices were 
responsible for this figure. Again, the more moderate 
rise in average import prices finally resulted in an im- 
provement of almost 8 per cent in the terms of trade. 
Even so, the volume of imports had to be strictly con- 
trolled, as the reductions effected in previous years, com- 
bined with the highly inflationary state of the internal 
economy, had intensified the demand for all categories 
of goods from abroad to such a point that it was far 
from being satisfied by a 7 per cent increase in the 
volume of such purchases. Particularly striking is the 
marked percentage decrease in raw materials, which 
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lowered stocks and at times created problems for 
transforming industries. 


Again, difficulties encountered in previous years By 
left the country saddled with a large backlog of paym aif 
at the beginning of 1955. The positive balance registes 
in the preceding financial year substantially eased se 
burden of arrears—dating from 1953—and strengtheny 
the country’s foreign exchange reserves. The fact that 
favourable developments which took place in 1955 hi 
persisted during the early months of 1956 gives gro 
for the hope that outstanding external commitments 
be liquidated at an early date.?? Meanwhile, it has be 
deemed necessary to maintain—at least in its essent 
aspects—the control of imports by means of lists _ 
authorized products. 


Nevertheless, the improvement of Chile’s position 


1955 and the possibilities arising from a prospect} 
increase in copper production capacity—thanks to nip 
and substantial investments already resolved upon by t 
foreign companies—do not mean that the drawbacks |p 
the Chilean economy’s excessive dependence on the woulp 
market position for a single product can be disregardeg 
Receipts from copper accounted for 66 per cent of ti) 
value of all exports in 1955, an even larger proporticy) 
that is, than in recent years. Moreover, exports of oth 
products have declined, with the consequent aggravatii 
of the trend apparent since 1953 both for animal ax 
vegetable products and for manufactured goods. In th 
latter group the downward movement is even sharper 
semi-processed copper goods are excluded from the totz 
Among mineral products, a fresh recession in nitrates 
apparent. On the other hand, a noteworthy increase 
sulphur exports was made possible by barter arrang# 
ments, but involved a heavy surcharge on the price 
the commodities imported by this procedure. The fallini 
off in many secondary exports noted during the last feq 
years does not reflect a decline in the country’s productict 
capacity; it is largely the consequence of an over-comple 
exchange system which lacks the flexibility called fc 
by the rise in production costs that monetary inflatic 
has brought in its train. It is hoped that the co-ordinate 
measures now being adopted to promote a normal e+ 
change situation and financial stability will restore t 
indispensable equilibrium between domestic costs and ez 
ternal prices, and will thus enable production for expo) 
to be remodelled on sound and rational bases. 


te PERU 


In 1955, Peru’s imports and exports alike exceede 
all previous figures. However, imports, which increase? 
from 250 to 300 million dollars, showed a much mo 
striking expansion than exports, the value of which rosa 
from 238 to 260 millions. It is true that the growth o 
these latter has been steadier, imports having been lowes 
in 1954 than in 1953, And it should also be emphasizee 
that only two years ago, when imports rose to 293 milliox 
dollars—that is, 7 millions less than in 1955—there wa: 
a trade deficit of 71 millions which led to a 25 per cen: 
devaluation of the national currency. On the other hand 


32 The official foreign exchange budget for 1956 allocates a sum 
of 92 million dollars to the payment of arrears. It seems that thi: 
amount comprises not only trade debts properly so-called, but like: 
wise transfers corresponding to imports effected in 1955 anc 
normally payable in 1956. 


slightly larger volume of imports in 1955 resulted in 
nly a small reduction of less than 3 million dollars in the 
ountry’s international reserves.%? This favourable evolu- 
on was largely due to a 22 per cent increase in exports, 
nd shows how much stronger Peru’s economy has 
own and how far the country has enlarged its capacity 
import. This of course does not mean that a trade 
eficit of almost 30 million dollars gives no grounds for 
nxiety.** The operation of the high propensity to import 
‘ithin a free trade and exchange régime calls for strict 
igilance in the manipulation of those indirect devices 
y whose action the equilibrium of the balance of pay- 
ents can be protected. 


In the case of Peru, the 20 per cent increase in imports 
egistered for 1955 relates directly to the expansion of 
he internal private sector, and is jointly attributable to 
he growth of the gross product, a very marked expansion 
f credit®® and a distribution of income which, by favour- 
ng the higher income levels, led to a disproportionate 
ise in the demand for imported products. Both the in- 
rement in imports and the somewhat inflationary char- 
cter of internal expansion may also have been influenced 
y the remarkable development of the transforming in- 
ustries. In this connexion, symptoms of a significant 
hange in Peru’s economic evolution can be observed. 
Ithough there is no waning of interest in the develop- 
ent of the basic sectors of the economy—energy, com- 
unications, rehabilitation of land—or in the expansion 
f production for export, both domestic and foreign man- 
facturing enterprises have increased in number and 
imensions. Several factories are being installed with a 
iew to replacing imports of essential products, and 
thers of some years’ standing, after meeting national 
equirements, are now competing on world markets.*® 


Naturally, such exports of manufactured goods are 
ffected only on a small scale as yet, and expansion con- 
inues to depend on the development of mining and the 
taple industrial crops. A 47 per cent increase in the 
olume of its exports within five years places Peru almost 
na level with Venezuela, with one of the highest indices 
n Latin America. 


These features of Peru’s economic development ex- 
lain why a trade balance deficit equivalent to 10 per 
cent of the value of imports caused no serious balance- 
of-payments disequilibria. 


In the course of 1955, Peru obtained three development 
loans from the International Bank for Reconstruction 


33 This reduction in the reserves is not without importance, 
however, in view of their low level (they barely amount to the 
equivalent of one month’s imports). Consequently, despite the sta- 
bility of the currency, the stand-by credit of 30 million dollars 
contracted in 1954 has had to be extended for another year. 

34 After the value of exports of bullion has been added to that 
of exported goods. 

35 Loans from private commercial banks increased by 20 per 
cent in 1955 and deposits by 15 per cent—that is, in unprecedented 
proportions. : 

36 Among the items which are being produced to relace imports, 
mention should be made of matches, explosives for mining, tyres 
and inner tubes, paint, refractory products for industrial purposes, 
fertilizers and cement. Exports of footwear in 1955 to Ecuador, 
Bolivia and Central America were valued at one million Peruvian 
soles. It is a striking fact that this industry, which grew up under 
the shelter of strong tariff protection, is now proving itself capable 
of competing in price and quality on the open market. This seems 
to be a result of the keen competition among the various national 
enterprises. 
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and Development, totalling 25 million dollars. Further- 
more, a French bank granted a 27-million-dollar credit 
to the Corporacién del Santa. A private United States 
bank accorded another credit for the sum of 9 million 
dollars to the Government of Peru for agricultural devel- 
opment in the Ica valley. Only a small proportion of 
these loans was used in 1955 to pay for imports of 
capital goods. The balance, which is in the nature of 50 
million dollars, will swell the capacity to import over 
the two coming years. Besides these development credits, 
an increment estimated at 9 million dollars in short-term 
private commercial credits also helped to finance the 
excess of imports over exports, as did the purchase of 
wheat and butter from the United States accumulated 
surpluses, to a value of 7 million dollars, payable over 
the long term and in Peruvian national currency. 


8. Mexico 


Despite a slight deterioration in the terms of trade as 
compared with the preceding year, the evolution of 
Mexico’s foreign trade was very favourable in 1955. 
After decreasing over a period of three years, imports 
once again expanded, reaching a value of 884 million 
dollars, or 12.3 per cent more than in 1954. Exports, 
however, followed an even more dynamic course, rising 
from 657 to 790 million dollars, that is, by 21.1 per cent. 
This accounts for the reduction of about 50 million 
dollars in the trade balance deficit, which is traditionally 
offset by income from the tourist trade, also higher in 
1955. Mexico’s success in reversing the long-term trend 
towards a greater increase in imports than in exports 
was largely due to measures of economic policy and the 
continued demand for Mexican products abroad. Another 
distinguishing feature of Mexico’s foreign trade during 
the year under review was the still heavier curtailment 
of purchases of consumer goods, while the share of total 
imports represented by capital goods and raw materials 
continued to expand. Here again State policy enacted an 
important role. 


The exceptional increment in the volume of exports 
was mainly due to cotton, and, in a lesser degree, to 
coffee, copper, petroleum and zinc. Cotton sales rose 
from 260,000 to 350,000 tons, their value representing 
about 30 per cent of total exports. This increase in 
volume—as in the case of coffee, where it amounted to 
84,000 tons, or 21 per cent—was principally attributable 
to an expansion of production, partly brought about by 
the official development measures. Nevertheless, it should 
be noted that if exports increased, they did so in spite 
of the none too favourable position of these two products 
on the world market. There can be no doubt that a sig- 
nificant part was played by the 1954 devaluation, which 
enabled Mexican prices to compete with falling world 
quotations. Liquid fuels ousted lead from third place 
among Mexico’s exports. It is therefore not surprising 
that metals accounted for a smaller proportion of ex- 
ports, although the volume of zinc sold abroad rose by 
10 per cent. A reduction was also to be noted in the 
case of sisal, but this was partly because Mexico adopted 
the policy of processing it and selling it in the shape of 
manufactured products, instead of exporting the fibre. 


The increase in the current value of imports was due 
on the one hand to the 7.3 per cent enlargement of their 
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volume, and on the other to the rise of 4.6 per cent in 
the price indices. The composition of imports evolved 
along lines of considerable interest from the economic 
standpoint. While the volume of imports of consumer 
goods decreased from 26 per cent of aggregate imports 
in 1954 to 19 per cent in 1955, the share of capital goods 
and raw materials rose from 45 to 49 and from 21 to 24 
per cent, respectively. 


These modifications were closely linked to a policy of 
import replacement and selective control. Purchases of 
foodstuffs had steadily increased since 1953, as domestic 
production, despite its growth, did not suffice to meet the 
country’s heavier requirements. This induced the Mexican 
authorities to adopt active agricultural development meas- 
ures. As a result of this policy and weather conditions, 


Part I. Economic trends in Latin America during 195; 


4 
i 
-) 


in 1954 and to a still greater extent in 1955, the pre 
duction of foodstuffs expanded considerably; self-suff 
ciency was virtually achieved in certain products whicy 
were formerly imported in large quantities, notabll 
wheat, maize and beans. Moreover, the development ct 
production allowed imports of lubricants to be cut dowm 
and, while this did not imply that the share of fuels ij 
the total value of imports was reduced, it offset hi 
heavier purchases of crude for the northern zone of thi 
country, to which transport of the domestic product i 
difficult. Finally, within the policy of selective contra 
of imports, the restrictions and higher customs tariffi 
applied to imports of consumer goods—especially passe EH 
ger cars—as well as the granting of tariff concession) 
to capital goods were invariably dictated by the need t 
encourage economic development. 


Chapter IIT 
AGRICULTURE 


I. GENERAL ASPECTS AND PROBLEMS 


1. PRODUCTION TRENDS 


Agricultural activities in Latin American followed two 
ergent trends in 1954/55. Conditions favourable to 

sector producing for the domestic market—which 
ounts for most of the agricultural output—were ac- 
mpanied by others that hampered the normal devel- 
ment of production for export. As internal demand for 
odstuffs and raw materials expanded with the growth 
the population, as income rose and urbanization pro- 
ded apace, a situation propitious to agriculture was 
ated and Governments infused new energy into de- 
opment policies aimed at self-sufficiency. On the other 
d, such factors as the downward movement of world 
ces and the accumulation of staple export surpluses— 
h inside and outside the region—militated against 

successful marketing of such crops. Nevertheless, 
nks to the measures adopted by a number of Govern- 
»nts—such as minimum prices and more advantageous 
hange rates—the Latin American farmer did not bear 

whole brunt of the decline in the world market for 


agricultural commodities. Moreover, the fall in prices 
took place after crops were sown, so that, apart from 
sugar, production was not affected. 


After a period of hesitant growth following the Second 
World War, Latin America’s agricultural production re- 
covered somewhat in 1954/55, the rate of growth slightly 
exceeding the average for the previous ten years. As a 
result of good weather in the main agricultural areas, 
the volume of production reached a new peak, rather 
more than 5 per cent above the 1953/54 level and 18 
per cent higher than that of 1949/50. (See table 25.) 


Fortuitous influences rather than reconstruction poli- 
cies caused the composition of agricultural production 
to undergo fairly significant modifications, which affected 
the region’s domestic supplies more than production 
for export. 


Production of bakery cereals—wheat and rye—ex- 
panded by 19 per cent, owing in the first place to excel- 
lent weather conditions for winter crops in the south 
of the region (Argentina, southern Brazil, Chile and 
Uruguay) and in Mexico, as well as, in the second place, 
to the application of wheat development measures in 


Latin America: Index of the volume of agricultural production 


(1949/50 = 100) 


Table 25. 

1950/51 

Beeagricultural production..........s.ss-ses 103.0 
Capita agricultural production.............. 101.0 
oduction for the domestic market............ 103.0 
NEED ELCE eT ot 1 80 oo) «(al 6.67 s10,[618\ a) 00> «8:5 oi0; 6,5 5.0; 8101 101.0 
PPTL OT CXPIOLL orajeleisyoreyoie«isie's oe! e:n'o1s, «scorers 104.0 
ECE ULE iia os o.'p g) Fei eieso © a[e\ele@ie\eic. oie amie. se ee LOLO 
oduction of foodstuffs..... am aneetrour: secicie 105.0 
TEE 3c SOBOD ODE USOC OO OO OTs IEC ODE 102.7 
Bakery cereals (wheat, rye).............0-+- 110.7 
OR pahktsiont Gls Gees RRS RG Geena een a reer Saneh 102.9 
Pea Ker yy CETCALS 2. oyelors s/o werele) +» cieieis/e ise oia'e 125.8 
PSMATIC TUDES Nace cc nye cieweiels sisiels e/sraierewiee 104.7 
MPC Pte) steele eso" 56. PE VARIN eect cre acs 2 100.4 
MN GHORI-SEECS) tyrone ss ciclon ie eis a) ere a ple ete ove oie 115.9 
PREAEPANC PANCLA....vevoscceceeesscics PH? 107.3 
OOAB ~  digigithé deo Son aOIEE ELD Or Oe een 84.6 
_ Oe eee PN ei Giosott-s eel sreipieltictwier sicev cls: a, 101.1 
JSRURINE say eepe seb con Geode sbcatc.aeDer 100.1 
lk Jeehlehbhoeseaee Ba eiancanar tose serie 99.1 
ERE FS PCED AS ere ial ci e'ra' eiteVe'G) wv aiayie ‘ei aatae.0 056: 0:6; a¥e 93.0 
Mametion wots stimuUlantS...¢42-.. 0008s ceceecses 99.2 
9) GHGQHTED. OF 5 Up GOGAOS GUD SIRO E OO CksOR COO 96.9 
minetion of raw materials... ....s.sssc0sese. 96.7 
oe RUS: Ga dctet CODCOD DATO DOOCOUOOR Oe 94.4 
Botton . 6+... BER cists Ac Gig ene oe eeeele Siacore eters od 96.2 
oop AP CR COCR Oe Cee 100.4 


Source: Official statistics. 


1951/52 1952/53 1953/54 1954/55 
103.0 110.0 112.0 118.0 
98.0 102.0 102.0 104.0 
101.0 108.0 111.0 116.0 
97.0 100.0 101.0 103.0 
105.0 112.8 114.9 118.6 
100.0 104.8 104.0 105.0 
101.0 111.0 112.9 117.6 
96.6 103.0 102.0 104.0 
63.1 147.5 130.0 154.6 
100.4 108.0 113.5 125.8 
104.5 131.1 140.0 130.9 
101.2 111.3 119.8 116.3 
94.0 108.1 120.7 115.8 
114.7 99.6 105.7 106.0 
123.2 108.2 110.6 106.9 
86.4 92.1 107.4 106.6 
106.9 109.9 114.5 122.8 
105.2 117.8 123.5 133.5 
98.0 96.2 96.2 100.1 
112.3 103.1 90.1 130.3 
107.4 108.0 107.7 113.4 
102.5 100.4 97.7 100.5 
107.4 102.1 115.5 119.3 
102.5 94.9 104.8 105.8 
116.6 103.8 127.5 133.9 
101.6 102.8 103.1 97-7 
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most importing countries. Mexico became practically self- 
sufficient, and, despite consumption increments, the re- 
maining producer countries were able to avoid increasing 
and, in some instances, even to reduce their imports. 


Non-bakery cereals—oats and maize—registered a 6.5 
per cent decline in relation to 1953/54, undoubtedly be- 
cause of the sharp drop in Argentina’s output of maize. 
Summer droughts, together with the deterioration of 
relative prices which for some time has been adversely 
affecting this crop, were partly responsible for one of 
the lowest volumes recorded in the last quarter of a 
century and for reducing exportable surpluses to a 
minimum. On the other hand, Cuba, which two years 
before had achieved self-sufficiency through the establish- 
ment of guarantee prices, had to restrict maize produc- 
tion by limiting the area under this crop, in view of 
the surpluses accumulated in 1953/54. 


Fruit-growing, which had been steadily improving, 
achieved a significant position in 1955, when it con- 
tributed more than 10 per cent of the volume of Latin 
America’s agricultural production. The output of tropical 
fruit (bananas and pineapples), traditionally produced 
for export, expanded by 8 per cent in relation to 1953/54 
and by 23 per cent in comparison with 1949/50. Tem- 
perate-zone fruit, production of which progressed still 
more rapidly, not only completely satisfied increasing 
domestic demand, but became an important item in 
foreign trade. 


Argentina harvested a record table-fruit crop and was 
able to export 77,100 tons in the first eight months of 
1954/55, as against only 53,600 during the same period 
in the previous year. Its output of grapes, both for table 
consumption and for wine, registered a similar ex- 
pansion: vineyards increased from a total of 170,000 
hectares in 1949/50 to 207,000 in 1954/55, while pro- 
duction in the latter year, under excellent weather con- 
ditions, rose to 2.3 million tons.1 


Great progress in fruit production, mainly for export, 
was also achieved in Mexico, Chile and Uruguay. Both 
in the last two countries and in Argentina, however, 
exports were partially restricted by rising production 
costs and unfavourable exchange rates. The exchange 
reforms introduced at the end of 1955 will enable 
Argentina to compete on advantageous terms in the large 
market for fruit from the southern hemisphere represented 
by Europe and the United States. 


The production of vegetables has also acquired great 
significance, although it is impossible to assess the extent 
of its development owing to lack of adequate statistics. 
Nevertheless, in view of the accelerated process of urbani- 
zation observable in most countries and the substantial 
demand for vegetables that accompanies higher income 
levels, it may safely be assumed that the rate of increase 
for such crops has been rapid. 


Since coffee is of such great importance for the Latin 
American economy, particular emphasis should be placed 
on the fact that production of this commodity rose by 
almost 7 per cent in 1954/55. The fact that the harvest— 
totalling 2.22 million tons—was the largest recorded 
since the coffee crisis of the early ’thirties, mainly arose 


1Jn 1952/53, the production of grapes stood at 1.85 million 
tons, while in 1953/54 only 1.5 millions were produced. 


; 
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from Brazil’s exceptional output. Moreover, marked 

crements registered in Cuba, Mexico and Venezu 
offset the serious declines caused by adverse weathi 
conditions in Colombia, Ecuador and most of the Cent 
American countries. In effect, the 1954/55 crop is 
first to reflect almost completely the expansion rep! 


sented by the new plantations incorporated in 1949 und 


the incentive of the steady rice in coffee prices. 


In the region as a whole, significant decreases in pt 
duction affected only a few agricultural sectors. Pm 
duction of roots and tubers and of pulses declined by; 
and 4 per cent respectively, in comparison with the p 
ceding harvests, but in both cases it was unfavoural# 
weather that prevented the normal development of ti 
crops. Conversely, the 3.5 per cent reduction in the sug? 


crop is particularly interesting both because it wij, 


brought about deliberately, and because the regiol 7 
production for export and for domestic consumptic 
followed divergent trends. To prevent a further drop 


world market prices and the accumulation of largy 
surpluses,2 Cuba and the Dominican Republic had jf. 


’ 


— = 


“ch. ee 


restrict their production by 7.4 and 3.3 per cent respe# 


tively. In contrast, other relatively important exportes 


expanded their output—Brazil by 6.5 and Mexico by 94%. 


per cent, for instance. The increase in the Brazilian cre 
was due to the maintenance of guarantee prices at high. 
profitable levels. Venezuela stands out among the habitus 
importers with a 48 per cent increment in its sugar crop 
which reached 144,000 tons and entirely covered domesti 
requirements. . 


The remaning sectors of Latin American productic 
showed as a whole but little change, and, in most casex 
small increments took place, in line with demograph 
growth. 


A glance at salient developments in the various Lati 
American countries will complete the picture. Most i 
teresting of all, from the national viewpoint, is 
doubtedly the rapid progress achieved by agricult 


in Mexico. An intensive government development pre(f 


gramme, heavy investment in irrigation works and t 
rise in income—which created a very favourable da 
mestic market for consumer goods—induced a rate © 
agricultural growth much more accelerated than in an 


other Latin American country, and comparable alone ti, 


“ 


on 


na oo ae 


that of some highly industrialized nations.? In 1955, pra 


duction attained a level 9 per cent above that of 1954, ii 


which year the 1953 figure had in turn been exceeded). 


by 
that total and per capita production were respectivel! 
30.5 per cent and 18.1 per cent higher than in 1950, bu 


also that Mexico obtained record harvests of cotton 


18.9 per cent. The new increment meant not onllle 


wheat, maize, barley, potatoes, sesame, cacao, sugar ani 
tobacco, while cattle extraction substantially increasech, 


A considerable improvement in domestic supplies was 


likewise involved, as well as larger exportable surplusedy 


of certain products, especially cotton and sugar. 


seine 1 
For Argentina’s agriculture the year 1954/55 was ona, 


of recovery rather than of progress, in which it was ablil) 


2 See section II of this chapter, on sugar. 


3 Agriculture has developed more rapidly than any other eccdp, 


nomic sector in Mexico. Its gross product was 41 per cent highed 
than in 1950, whereas over the same 


only 15 per cent, industry and building by 21 per cent and othed 


activities by 23 per cent. The aggregate gross product increased bo} 
‘| 


26 per cent. 


period mining expanded bal 
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recuperate from the sharp decline caused by adverse 
ther conditons during the preceding year. Even so, 
icultural production surpassed the 1953/54 level by 
er cent and that of 1949/50 by almost 19 per cent. 
tors contributing to this increment were the bumper 
eat harvest (7.69 million tons), the considerable in- 
ase in wine production (65 per cent), which raised 
0 1,757.6 million litres, or 21 per cent of the aggregate 
ume, and the recovery in cattle-breeding, the number 
animals slaughtered having been only slightly less 
n in the peak year 1949/50. So high a level of meat 
duction (9.5 million head slaughtered) enabled 
Zentina to regain its position among the main world 
porters, 


Despite such encouraging results, possibilities of ex- 
sion were limited by prolonged summer droughts 
ich not only seriously damaged the maize harvest, but 
o affected potatoes, pulses and edible oilseeds. With 
pect to these last it should be mentioned that the un- 
ourable relative prices which have been affecting them 
many years* were even more responsible than in 
case of maize for a still greater reduction of the area 
der cultivation. The outcome was a crisis in the pro- 
ction of edible oils, and 100,000 tons had to be im- 
rted. The case of Argentine oil-seeds is one of the few 
the whole history of Latin American agriculture 
erein an important exporter has become an importer 
ing to internal price pressures. 


Among the other developments of some significance 

national or regional agricultural production, or 
ectly influencing it, the following points merit some 
isideration: 


(a) Venezuela became self-sufficient as regards rice. 
th an output of 73,000 tons, as against 48,900 in the 
seceding year, the country fully met its own require- 
mts. The Government’s development policy, and the 
ystantial investment in the irrigation of land to be 
sd mainly for this crop, ensure the future maintenance 
this high level of production. 


(b) Cotton cultivation in Central America continued 
expand. El Salvador, Honduras and Guatemala regis- 
ed increments in production ranging from 30 to 45 
r cent with respect to 1954. The high yields obtained 
the application of modern techniques, without re- 
irse to irrigation, have resulted in low unit costs which 
ply compensate the price decline on the world market. 
e boom in cotton production has constituted a dynamic 
tor in Central America’s agricultural development, and 
s involved the introduction of new and advanced tech- 
ques. During 1955 the area under cultivation in two 
yntries—E1 Salvador and Guatemala—was extended 

22.000 hectares, thus reaching a total of 67,000 
stares. Nicaragua continued to grow cotton over 87,000 
stares. Nevertheless, by competing on advantageous 
ms, cotton has partially ousted other less profitable 


‘In consequence of the unfavourable relative prices and the 
ing-off in yields, the relation of the gross income per hectare 
eived by producers of maize, linseed, sunflower-seed and pea- 
s to that of growers of barley, rye, and, in a lesser degree, 
eat and oats, deteriorated in 1954/55 by up to 50 per cent in 
nparison with income parities during the five years preceding 
war. (See “The situation in Argentina and the new economic 
icy”, Economic Bulletin for Latin America, op. cit., page 40, 
le 10.) : 


crops, and has patently affected production of some basic 
foodstuffs, even to the extent of endangering the popu- 
lation’s normal supplies. 


(ec) Uruguay virtually disappeared from the beef- 
exporting market. In the keen competition for land, 
cattle-rearing gradually lost ground to sheep-breeding 
and wheat-growing. Under the stimulus of the lucrative 
guarantee prices established by the Government, wheat 
encroached on about 250,000 hectares of land previously 
used for winter pasture and fattening; while the ex- 
pansion of sheep-breeding exceeded the normal carrying 
capacity of the grazing-land used for this purpose, partly 
owing to the recent boom on the world wool market. 
Furthermore, the low prices paid to producers created 
marketing difficulties which were aggravated by the mul- 
tiple regulations that restrict meat distribution in Monte- 
video. Consequently, beef production not only declined, 
but was diverted from its normal channels, and controlled 
meat exports were reduced to a minimum. 


(d) The rate of agricultural mechanization slowed 
down in some countries to a degree which was particularly 
remarkable in Argentina, Brazil, Costa Rica, Honduras 
and Uruguay. In the first two and in the last of these 
the decline was due almost entirely to balance-of- 
payments difficulties and not to a weakening of demand. 
On the contrary, there is a substantial unsatisfied demand 
which in many cases has raised the prices of machinery 
and spare parts. 


2. WORLD MARKET PRICES AND SURPLUSES 


The over-all decrease in prices for agricultural com- 
modities on the world market during 1955 constituted 
one of the depressive factors of most importance for the 
Latin American economy and undoubtedly the one whose 
repercussions most affected agriculture. 


Since the accumulation of surpluses of basic agri- 
cultural commodities in the main producer countries of 
the world increased, while world demand remained rela- 
tively stationary—owing either to the trend towards self- 
sufficiency in importing countries or to consumers’ un- 
willingness to pay the high prices quoted for some 
commodities—by the end of 1954 and the beginning 
of 1955 prices began to drop. The amount of the decrease 
ranged from 3.9 per cent for cotton on the London 
market to 35.2 per cent for cacao in New York. Prices 
for sugar and wheat—which had begun to fall in 1953— 
continued to decline during 1955, although at a slower 
rate. (See table 26). 


Hence in 1955 the Latin American economy suffered 
a loss of about 550 million dollars on its exports which 
would have been avoided if the 1954 price level had been 
maintained. The dollar income obtained from exports of 
the six staple products—cotton, sugar, cacao, coffee, wool 
and wheat—amounted only to 3.016 billion dollars, that 
is, 21.2 per cent less than in the preceding year. This 
drop in foreign exchange earnings becomes more sig- 
nificant when it is recalled that the volume of exports 
of these six products increased by 8.4 per cent, and that 
one of the sharpest decreases affected coffee, which is, 
of course, Latin America’s main export commodity and 
accounts for more than half the total value of agricultural 


exports. 
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Table 26. Latin America: Average prices and price fluctuations i 

for basic commodities, 1954-55 ie 

, 

1954 1955 ‘a 

ati Fil. i | 

r053/58 1954/55. ft 

Commodities Market Average (Percentages) Average (Percentages) ti 

i 

2297/3 j 

“Santos” coffee ... New York® 78.3 25.3 57.0 21 , 

Coffeat ty re Brazilb 2,190.67 77.6 2,047.99 70 } 
“Manizales” coffee. New York? 80.0 25.3 64.7 —19.2 
“Pergamino” coffee Medellin¢ 38.4 38.6 ae —19.6 
Cacaolesseuth -uomtes New York@ et. 35.8 37.4 —=85.2 
Cacadusceos scouts Brazil4 407.0 138.0 335.0 —21.5 
SUg AT eerie eae New Yorke 3.26 — 4,4 3.24 — 0.6 
Sugar gee ccescser New Yorkf 52, — 37 5.0 — 4.0 
Sugano otis store Brazil& 3,490.0 — 4,646.0 33.1 
Wheat sc. wee ners Canadah 1.81 —13.4 Ieee = 2.3 

Wheat Ss. esccss. Argentinai 50.0 — 50.0 — H 

‘Cotton Meteteedeses London® 38.5 6.0 37.0 — 3.9 . f 

Cottons eeacnes + 7 eReru) 617.37 24.2 581.44 — 6.2 : 

Cotton? S.anaceee Brazil 362.01 41.6 457.10 26.3 . 

Woolk Sainctie tee Bostonl 119.4 10.2 110.0 = 19 f 

Wool .cetiheneee Argentina™ 71.0 — 28 131.0 84.5 | fi 

iff. 

Wt 

Source: Official statistics. | 

a Dollar cents per pound. ; ; ' 

b Average price paid to farmers for 60-kilogramme bag; in cruzeiros. 


¢ Wholesale price for ordinary “Pergamino” coffee; pesos per 12.5 kilogrammes. a & 
4 High-grade “Bahia” cacao; cruzeiros per 15 kilogrammes. : 


e Free market; dollar cents per pound. 

f United States market; dollar cents per pound. 
& Price fixed for producers; cruzeiros per ton. 
h Dollars per bushel. 

iPesos per 100 kilogrammes. 


Jj Net prices in national currency after deduction of export tax from real prices; “Tanguis” cotton; 


soles per 46-kilogramme bag. 


k Cotton fibre, grade 5, Sao Paulo; cruzeiros per 15 kilogrammes. 


1 Dollar cents per pound, clean basis. 


m Pesos per 10 kilogrammes. Prices refer to average quotations in November. 


Thanks to the policy of encouraging production which 
the Governments have now been pursuing for some time, 
or to the measures specifically adopted to counteract this 
price disequilibrium, the farmers did not bear the entire 
burden of the decline. Although official prices were pegged 
slightly lower than in the previous year, they were still 
profitable enough to maintain and even stimulate pro- 
duction. In addition to minimum prices—a widespread 
method of protecting many commodities—the Govern- 
ments established export exchange rates closer to world 
parity, granted special bonuses and made purchases with 
public funds. In the case of coffee, international negotia- 
tions were also set afoot with a view to regulating the 
supply though no concrete results were achieved. 


The International Wheat Agreement and the Interna- 
tional Sugar Council played an important role in pre- 
venting prices for these products from falling still lower. 
Moreover, the policy of ensuring a specific price level 
for agricultural commodities adopted by the United 
States Government has had similar effects on interna- 
tional wheat and cotton quotations. 


While certain domestic prices for export products 
fluctuated in accordance with price modifications on the 
world market—those of sugar, for instance, in Cuba, the 
Dominican Republic and Peru; of cotton in Peru; and 
of cotton and coffee in Central America—others, whether 
for the same or for different export commodities, diverged 
from the course followed by world quotations, largely 
as a result of official controls. Thus, while in 1955 the 


average price quoted for “Santos” coffee on the News, 
York market was 27.3 per cent lower than in 1954, the 
price received by planters in the state of Sao Paulo fell 
by only 7 per cent. . 


In isolated cases, such as that of cotton in Brazil on 
that of wool in Argentina, local prices rose considerably. 
The Government guarantee price for sugar meant that ther 
Brazilian producer was paid 4,646 cruzeiros per ton, or 
33 per cent more than in the preceding year. Cotton 
prices also improved by 26.3 per cent, as a consequences 
of the higher cruzeiro subsidy on exports resulting from 
the transfer of the exchange rate for this commodity; 
from the second to the third category. 


In the case of Argentina’s wool, the modification off 
the exchange rate for exports effected in October 1955— 
from 6.25 to 18 Argentine pesos to the dollar (13.50) 
net)—led to an immediate rise in domestic market 
quotations which fluctuated between 51 per cent for fine? 
crossbreeds and 160 per cent for medium crossbreeds., 
Conversely, the average world price was almost 8 per’ 
cent lower in 1955 than in 1954, 


In addition, except for sugar, cacao and wheat, the: 
price decline took place after most annual crops had 
already been sown, so that its direct or indirect depres- 
sive influence did not affect the 1954/55 harvests. 


The accumulation of surplus stocks on the world market. 
does not seem to have seriously handicapped Latin Amer- 
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| ’s agricultural production in 1954/55. Only sugar pro- 
° . " . . to) 

| tion in Cuba and the Dominican Republic was directly 
Ke ted, since the quotas established by the International 
igar Council obliged both countries to enforce further 
trictions on sugar processing. As a result of this 
| rease in production and of the heavier exports effected 
| the four main producers (Cuba, the Dominican Re- 
iblic, Brazil and Peru),> surplus stocks were reduced 
2.3 million tons and their pressure on the market was 
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considerably eased. Stocks held in Mexico, on the other 
hand, rose to a level (310,000 tons) which is beginning 
to cause concern, since in present world market condi- 
tions the country cannot be sure of selling more than 
the 80,000-ton quota assigned to it by the Council. (See 
table 27.) Finally, the situation of the sugar sector in 
Cuba improved considerably thanks to the production of 
rich treacles and syrups, which in 1955 totalled 874 
million litres and were all exported. 


Table 27. Latin America: Stocks of selected basic agricultural commodities at the close of 
the trade years concerned 


(Thousands of tons) 


————— 


Sugar 
(31 December) 


untry 1954 1955 
PUTTER oes vee 
MIAN eo oh ciecis ns area doth 219.88 218.48 
CALEY ae RRS Sop ts ca ae an a — — 
| ee ro I es ites 1,945.4 1,623.0 
: memican Republic ......2.......+. Sal 54.0 
| COE h oeiiate . aie Ok vat oe 6 clatd bees 203.8 310.0 
GLE! Soe SRR ae ee ee ee — = 
MTSE eer To ic 5 Sole: lee Sosa Bsisters 76.6 512 
ODS? aale Ste San eee eee ee = — 
MMECOUTLTIES ho, cisco fr ovsticso «0.0. te avs es Oe 
Torat Latin America — 2,520.7 2,256.6 

Woritp ToTaLt 6,870 6,520 


Source: Sugar: International Sugar Council, and official statis- 
s for Brazil; Wheat: Official statistics for Argentina and Uru- 
ay; Corn Trade News, for other countries; Coffee: Secretaria 
Agricultura, Sao Paulo; Cotton: International Cotton Advisory 
bmmittee, and ECLA estimate for Nicaragua. 


Additional sowings and the volume of the other crops 
oduced mainly for export were not affected by the 
reat of marketing difficulties; on the contrary, pro- 
action expanded substantially.® As was previously noted, 
large proportion of the exportable surpluses of the 
954/55 crop year was successfully sold on the world 
arket, although at the cost of some price cuts and more 
equent recourse to bilateral trade agreements, partial 
evaluation or special subsidies than in previous years. 
cases where the situation seemed to be growing more 
rious, unforseen events gave temporary relief. Argen- 
na, which at the close of 1955 held a surplus of 1.9 
illion tons of wheat, harvested a small crop in 1955/56 
4.8 million tons) and will therefore have no great 
ouble in disposing of both the carry-over and the current 
xportable balance. Stress should be laid, however, on the 
.creasingly keen competition which Latin America is 
icing from the United States’ surplus liquidation pro- 
ramme in marketing its exportable availabilities of 
heat. Although the programme operates outside regular 
ade channels, the large volume of sales and the excep- 
onal payments facilities afforded have already per- 
sptibly affected the demand for Argentine and Uru- 
uayan wheat. More serious repercussions are expected 


5 Cuba sold 568,000 tons to the U.S.S.R. outside the Agreement. 
razil exported a total of 443,000 tons, so that the exportable 
lance at the end of the year was reduced to slightly over 160,000 
ns. 

6If sugar and maize are excluded from the region’s production 
r export, the index shows a rise of 8.5 per cent, instead of 3.2 
yr all commodities. 


1,100.0 


1,306.0 
45,016.0 


Wheat Coffee 
(31 Dicenter} qa iss 1 dens) 
1954 1955 1954 1955 1954 1955 

1,924.0 —_— — 100.8 69.4 

— —- 198.0 390.0 25135 202.7 

— —- 162.0 216.0 1s) 10.4 

— = = — 24.9 46.6 
= <= — == Ave 5.2b 

= = == = 48.8 57.4 

206.0 122.0 — = cad = 

3 as — = Qiee 45.2 

2,046.0 360.0 606.0 464.8 436.9 

46,052.0¢ 648.04 750.04 4,302.0 4,676.5 

a 31 May. 


b 31 December. 

¢] August (includes only Argentina, Australia, Canada and the 
United States). 

4Tncluding United States stocks. 


in the near future, not only on the demand of countries 
benefiting from such transactions, but also on the trans- 
port systems which serve normal commodity trade among 
the Latin American countries. 


In Brazil, where the largest coffee harvest of the post- 
war period had been forecast for 1955/56, a major pro- 
portion of the crop—about 5 million bags—was de- 
stroyed by the frosts which ravaged coffee plantations 
in the state of Parana in August 1955. This calamity, 
together with the smaller yields in some Central Ameri- 
can countries in 1954/55 and the depletion of stocks on 
the United States market consequent upon uneasiness 
caused by the announcement of a possible devaluation of 
the cruzeiro, strengthened prices and averted, at least 
temporarily, the threat of a more serious deterioration 
of the market. 


At the opening of the present coffee year,’ however, 
the surpluses situation was not clear. In July 1955, Brazil 
and Colombia held 390,000 and 216,000 tons respec- 
tively, or more than double the stocks on their hands at 
the same date in 1954. According to recent estimates, 
these stocks must be added to a world exportable pro- 
duction of 2.3 million tons.° Since consumer require- 
ments will probably fluctuate between 2.04 and 2.16 
million tons (34 and 36 million bags), it is clearly pos- 


71 July 1955—30 June 1956. 

8 According to these estimates, Brazil’s exportable surplus car- 
ried over to 1955/56 from the previous year will amount to 1.15 
million tons, that is, 138,000 more than had been forecast. 
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sible that by the end of the year surplus stocks will 
have grown considerably. 


The cotton situation, which during 1954/55 involved 
no serious problems in Latin America, seems to have 
deteriorated sharply at the beginning of the new cotton 
year (1 August), owing to imminent and progressive 
competition from the United States. In fact, this country 
has sold 138,600 tons to 19 countries, for delivery in 
1956. Under the surplus liquidation programme, such 
purchases are payable in local currency and on long- 
term credit. Competition on such a scale, and the possi- 
bility of expanded world production in 1955/56, totally 
annul the headway made by Latin America in 1954/55, 
when the region’s surplus stocks were reduced from 
464,800 to 436,900 tons. Despite this somewhat gloomy 
outlook, Latin America’s production of cotton has shown 
no signs of declining in 1955/56 and only Mexico has 
announced a sowing control programme designed to 
limit the area under this crop. 


II. THE MAIN COMMODITIES 


1. WHEAT 


In 1954/55, the intensive wheat development cam- 
paign which a number of Latin American countries have 
been waging for several years seems to have scored its 
best successes to date. Most of the countries with ade- 
quate ecological conditions for economic wheat-growing 
made larger sowings and obtained good crops. 


Production for Latin America as a whole reached one 
of its peak levels to date, namely, 11.9 million tons,® 
which was 10 per cent higher than the figure for the 
previous year, and was partly attributable to an incre- 
ment of 858,000 hectares in the area under cultivation,!° 
as well as to better yields in almost all countries. 


This harvest enabled Latin America to make a signifi- 
cantly larger contribution to world production, since it 
accounted for 7.6 per cent of the aggregate tonnage, as 
against 6.3 per cent in 1954 and in the pre-war period. 
Its position as an exporter also improved, since its sales 
outside the region increased by 24 per cent in relation to 
1954, reaching 2.2 million tons. Moreover, the two coun- 
tries mainly responsible for this development—Argen- 
tina and Uruguay—also expanded their exports to cer- 
tain Latin American importer countries by 27 per cent. 
These purchases, and local production increments, 
enabled the latter countries to reduce their imports from 
other regions to some extent. Latin America’s net wheat 
exports, therefore, rose from 122,000 tons in 1954 to 
slightly over one million tons in 1955. (See table 28.) 


Although the aggregate wheat imports of countries 
that are habitual importers registered only a minor con- 
traction, the expansion of domestic production permitted 
a substantial improvement in the supply situation. Thus, 
in 1955 apparent consumption™ rose to 6.45 million 


® Only the 1938/39 harvest was larger. Owing to Argentina’s 
exceptional contribution of 10.3 million tons, Latin America’s 
production slightly exceeded 12 million tons. 


10 In 1955, the area under wheat in the whole of Latin America 
totalled 9.6 million hectares. 

11 For all Latin American countries except Argentina and Uru- 
guay. 
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Table 28. Latin America: World wheat trade a 
net export balance, 1954-55 


(Thousands of tons) 


1954 19h 
Total exportsiacs tela datceters cles star irate 3,298 34 
Exports to areas outside Latin America...... 1,746 p) 
Exports to the rest of Latin America........ 1,552 ui 
Imports from areas outside Latin America... 1,624 £ 
Total imports of those countries which are 
habitual) amiportersiiec on <\elelare <ietele te teietelete 1 3,176 2; 
Net exports from Latin America........... 122 i 


Source: Official statistics. 
a Preliminary statistics. 


tons, or 4 per cent higher than in the preceding yew 
when it amounted to 6.2 millions. According to the 
figures, per capita apparent consumption seems to hag 
increased by 2.5 per cent. 


The twelve producer countries which have to resort 
imports in order to cover total consumption'*—Arge 
tina and Uruguay are the only countries with exportal 
surpluses—harvested 3.3 million tons in 1954/55, 
exceeding the previous year’s level by 9.5 per cent a 
that of 1949/50 (which was 2.3 million tons) by 
per cent. Chile accounted for a major part of this i 
crement, since its production reached an unprecedenti 
peak (1,078,000 tons), with a 16 per cent increase ov 
the previous year. (See table 29.) ) 


Several factors contributed to the excellent results of 
tained in Chile. Thanks to Government promises to fi 
a highly remunerative price level and the favourabt 


situation created in 1954 by the 50 per cent subsidy aff 


the price of fertilizers used for wheat-growing, 805,0( 
hectares (an area 6 per cent larger than in 1953/5344 
were tilled and sowed. The progressive improvement ‘ 
techniques—particularly in connexion with the use + 
suitable strains and selected seed, the widespread er 
ployment of fertilizers and the steadily increasing mech) 
nization of farming operations—as well as good weath 
conditions helped to determine a yield of 1,339 kill 
grammes per hectare, one of the highest ever obtaine 
in the country.1* 


Brazil continued to pursue its wheat developmer 
policy, and although deliveries of agricultural machine} 
were somewhat reduced on account of a decrease in im 
ports, distribution of selected seeds and fertilizers i 
creased,'* while the guarantee price of 7 cruzeiros pé 
kilogramme was very favourable, representing a 40 ped 
cent increment in relation to the preceding year.15 


According to official statistics, the area under cultivs 
tion underwent practically no change, but the yields oll} 


12 Costa Rica, Cuba, the Dominican Republic, Haiti, Hondura} 


and Nicaragua do not grow wheat and import all supplies required 
for consumption. 


13 Yields per hectare had averaged 1,050 kilogrammes in 1935- j 
and rose to 1,250 in 1950-54. | 


fA Ty the State of Rio Grande do Sul alone 10,400 tons wer: 
distributed as against 7,400 in 1953/54 and 2,100 in 1949/50. 


15 At the time when this price was established—November 195% 
—Brazil was buying its wheat in the world market at 2.22 ¢ 
zeiros per kilogramme (at the official exchange rate of 25.8 
cruzeiros to the dollar). However, conversion at the free exchange 
rate then in force would have raised the price to 5.76 cruzeiros. 
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Table 29. Latin America: Wheat production 


(Thousands of tons) 


1933/34- 
1937/38 

Importing countries: 
Braz Crp teetstis. aeiteeoae 144.2 
(AorteN” BAe So eebiccemeaeee 849.9 
(Colombia rerteiesrieraectereciee a6 98.4 
Hotadormeane octaves ont te 19.0 
Paraguay a pocete sarteeeerele ui8 0 1.0 
POnimccas ccroctents se nie w cla fale 76.3 
Menezlela” Waste msca cen ews 6.5 
INISXICOMMG fons ects. se awees 373.8 
Central America? .......... 11.3 
Totat 1,580.4 

Exporting countries 
(ATE ENPING™ Mek 2 Shs obelete Ries, clatork 6,127.7 
(UPR Nog erases 2 igen Eee 360.7 
Torat 6,488.4 
GraND TOTAL 8,068.8 


1949/50 1952/53 1953/54 1954/1955% 
532.4 Teil 871.3 982.9 
854.3 989.2 928.4 1,077.6 
101.9 170.0 175.0 160.0 

30.8 28.4 32.3 36.0 
0.8 1.6 1.0 1.0 
143.8 168.7 162.5 170.0 
4.6 6.3 3.1 2.0 
587.3 670.6 839.5 881.3 
22.8 20.8 1s) tye) 
2,278.7 2,827.3 3,032.6 3,328.7 
5,144.0 7,633.7 6,200.0 7,690.0 
452.0 462.5 818.6 853.6 
5,096.0 8,096.2 7,018.6 8,543.6 
7,874.7 10,923.5 10,051.2 11,872.3 


eS 


Source: Official statistics of production. 
a Preliminary statistics. 


ined—906 kilogrammes per hectare, that is, 100 kilo- 
-ammes more than from the last harvest—enabled pro- 
action figures to rise for the fourth consecutive time, 
volume of 983,000 tons being attained. This new pro- 
action peak is a result of Brazil’s efforts to improve 
ypplies of this cereal and to reduce imports. The 1954/ 
5 crop was almost 13 per cent larger than that of 
953/54, and 85 per cent above the 1949/50 level while 
le pre-war volume was exceeded by 581 per cent. 


Until very recently, however, even this accelerated 
rowth of production had enabled a proportionate de- 
line in imports to take place. In fact, purchases abroad 
ontinued to increase until 1953, and only during the 
ist two years have imports been fairly constant at a 
vel of about 1.65 million tons. This situation was due 
» the steady advance of per capita apparent consump- 
on from an average of 30 kilogrammes during the 
re-war period to almost 40 kilogrammes in 1951/55. 


Wheat production also achieved significant progress 
1 Mexico. Like the other countries, Mexico harvested a 
ecord crop of 881,000 tons, as against 839,000 in 1953/ 
4 and an average of 573,000 in the five-year period 
949/53. Good crops during the last two years have 
rade Mexico virtually self-sufficient. Imports, in fact, 
Thich in 1950 totalled 425,000 tons, declined to 9,000 
a 1955. 


The development of wheat production in Mexico has 
een furthered by the expansion of irrigated areas in the 
orth, by the abundant water supply stored in irrigation 
ystems during the last two years and by minimum price 
nd official credit programmes. The most important fac- 
or, however, was the enlargement of yields through the 
se of improved seeds and fertilizers. Most of the wheat 
own in 1955 belonged to the strains recommended by 
he Ministry of Agriculture, which distributed 23,000 


b Including El Salvador and Guatemala. 


tons of seed to farmers, that is, enough for 30 per cent 
of the total area. Consequently, yields have risen from 
an average of 884 kilogrammes per hectare over the 
five-year period 1948/52 to 1,070 kilogrammes per hec- 
tare in the last three years. 


Among the other importer countries, only Peru seems 
to have achieved any expansion. Its production rose by 
4.5 per cent, thus attaining a volume of 170,000 tons, 
despite the serious incidence of rust in the highland 
zones which constitute the main producing area. Through 
the ten years’ unremitting research work of their experi- 
mental stations, the authorities have been able to obtain 
some strains which are sufficiently resistant to rust to 
warrant their cultivation. But Government services are 
still finding efficient seed distribution difficult, owing to 
a lack of access roads and because extension services are 
too limited. As a result, only 10 to 15 per cent of the 
farmers have benefited from the distribution of such 
seed, 


Colombia pursued its policy of encouraging wheat 
production by maintaining the incentive of high prices 
and expanding genetic research programmes, but unfa- 
vourable weather conditions—particularly heavy rain- 
fall—had a detrimental effect on production, which fell 
by 9 per cent to only 160,000 tons. Conversely, Ecuador 
seems to have increased its output by about 10 per cent, 
thanks to the energetic action of the Comision Nacional 


del Trigo. 


In the remaining countries—which for the most part 
do not possess large enough areas with suitable ecolog- 
ical conditions, and where wheat-growing has been fos- 
tered more or less artificially by protective government 
measures—a recessive process seems to have begun. The 
measures in question, particularly guarantee prices, were 
not as energetically implemented as in the past; the areas 
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under wheat and the volume of production have thus 
contracted to some extent. In Bolivia, Guatemala and 
Venezuela fairly substantial decreases were registered, 
while production seems to have remained stationary in 
Paraguay. 


The high levels of wheat production, the substantial 
exports in 1955 and the prospects of continued produc- 
tion in excess of domestic requirements, qualify Uruguay 
as a large regional exporter. 


Since the recent crop year witnessed the same pro- 
fitable price as the previous year (16.50 Uruguayan pesos 
per quintal),’® the area sown and production reached 
new peak levels of 771,600 hectares and 853,600 tons, 
respectively. 


Thanks to a 9 per cent increment in the area under 
wheat and to the excellent weather for winter cereals, in 
1954/55 Argentina’s production advanced substantially 
in relation to the previous harvest.17 A volume of 7.69 
million tons was reaped, which is a record for the last 
13 years. 


In 1954/55, the combined production of Argentina 
and Uruguay rose to a total of 8.54 million tons. In ad- 
dition to carry-over stocks from the previous crop, the 
available surplus stood at 9.85 million tons, so that, ex- 
cluding the tonnage required for domestic consumption, 
an exportable surplus of 6.1 million tons was reached. 

See table 30.) 


Table 30. Argentina and Uruguay: Wheat 


availabilities and destination 


(Thousands of tons) 


1954 1955 1956 


I. Surpluses on 1 January......... i213 1,306 2,047 
eaeProcuction: masseter 7,019 8,544. 5,640 
III. Total availabilities at close of 


Ingmar: db SEV HOE Me 8,232 9,850 7,687 

LVS XD OU SHE Nec, Pactra asec ioe hvac 3,363 4,083 aire 
V. Net availabilities (III — IV).. 4,869 5,767 
VI. Balance at close of VEAT noisier 6 1,306 2,047 
Vile Consumption: (Vy = Vile eee 3,563 3,720 


———— 


Source: Official statistics. 


The appreciable drop in world demand which is partly 
a consequence of increased domestic production in im- 
porting countries, the growing surpluses accumulated 
on the international market and the downward price 
trend all caused anxiety over the size of wheat avail- 
abilities at the end of the 1954/55 harvest. There were 
serious doubts whether stocks outside regular trade 
agreements could be sold without incurring severe losses 
in terms of prices or of wastage due to prolonged storage. 


By August 1955, however, a pronounced improvement 
had taken place. Only 2.34 million tons remained unsold 
in Argentina and about 237,000 in Uruguay. Argentine 
stocks accounted for about 5 per cent of the aggregate 
surpluses accumulated by the four main exporters of the 
world, a peak 44.37 million tons, 


16 At the basic export rate—1.51 Uruguayan pesos to the dollar 
—the price per quintal would stand at 10.99 dollars. 


17 Production increased by 24 per cent in relation to 1953/54. 
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At the close of 1955, Argentina had shipped slighp 
more than 3.6 million tons, while Uruguay’s 501,01 
tons represented a record export level. Even before t 
close of the normal trade year adopted in Argentina 
December-—30 November) and on the basis of the wor 
trade year (July-June), Latin America appeared to 
recovering gradually its former position on the wor 
wheat market, The region contributed 15.6 per cent 
world exports in 1954/55 compared with 13.7 per cex 
in 1953/54 and 11.1 percent in 1949/50. | 

The bilateral agreements signed by both countries at 
the fact that they belong to the group of “inconvertibh 
currency exporters” were of great assistance in sellin 
crops and enabled large shipments to be made at th 
cost of minor price concessions. 


During the first nine months of 1955, prices for 
gentine and Uruguayan wheat exports declined in reli 
tion to the 1954 average. Argentina’s exports, for exam 
ple, averaged a price of 68 dollars per ton,!® again: 
69.70 in 1954. The 2.6 per cent decrease is slightly mo a 
than that which affected Australia and Canada, some H 
whose transactions are protected by the Internationa] 
Wheat Agreement, to which Argentina has not sul 
scribed, 


According to the scanty published information, 
sharp reduction in Latin America’s wheat production 
may be forecast for 1955/56. In Argentina, the incidened 
of anti-economic factors arising from official policy 
mainly the maintenance of the same basic price as i 
the previous year—have caused changes in many farne 
programmes, with a consequent reduction in the cultij 
vated area. Furthermore, bad weather prevented ade 
quate soil preparation and caused a substantial drop in 
the area that could be harvested profitably, In November 
1955, the new Argentine Government established modij 
fied price levels for wheat!® and other agricultural prod 
ucts. Although the new prices did not affect sowings, they 
may have encouraged a slight increase in the proportion 
of the harvested area and, even more important, provide 
greater incentives for future production 


In Uruguay, where the prejudicial influence of the 
high guarantee price established in former years began 
to be felt, the price was reduced from 16.50 to 14.000 
Uruguayan pesos per quintal for producers farming moreé 
than 250 hectares. This measure had the desired effecti 
since production declined to 820,000 tons. 


The wheat crop was seriously damaged in Chile by) 
adverse meteorological conditions of various kinds and! 


the harvest is thus expected to be some 100,000 tons: 
lower than in 1955, 


The lower volume of production in the Latin American | 
exporting countries during 1955/56 will reduce, at least | 
temporarily, the many problems arising from marketing 
abroad. The growing surpluses on the world market, the 
steady downward price trend and, in particular, the sale. 
of United States wheat, by virtue of the programme for 
liquidating surpluses under very favourable terms for 


purchasers, all suggested many problems in selling the 
region’s exportable balances. 


18 Converted at 5 Argentine pesos to the dollar, the prevailing 
rate for wheat exports during the months in question. 


19 The new price was pegged at 70 Argentine pesos per quintal, 
representing a 40 per cent increase. 
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ut the sharp decline in Argentina’s present crop has 
de it necessary to stop the sale of some of the unsold 
ks remaining from the previous harvest, in order to 
et commitments. Argentina will thus be unable to de- 
r the 1.2 million tons stipulated in the 1955 agreement 
ed with Brazil and negotiations have begun to reduce 
h exports to 900,000 tons, As a consequence, Uruguay 
benefited indirectly from this situation, since the 
tire harvest could be sold. 


evertheless, the future outlook is uncertain, particu- 
ly in view of the competition from United States 
eat. Uruguay is considering a further reduction of 
guarantee price level in order to limit the area under 
s crop. Argentine is confident of its competitive market 
sition on the basis of the quality of its wheat. 


2. Maize 


Mainly as a result of poor Argentine harvests, Latin 
erica’s maize production dropped substantially in 
54/55. Total output of 17.5 million tons represented 
14.1 per cent decline in relation to 1953/54. But, if 
gentina is excluded, slight progress has been made by 
e rest of Latin America—14.98 million tons as com- 
red with 14.8 millions—even though the increase did 
t suffice to maintain the same per capita level as in 


53/54, (See table 31.) 


Table 31. Latin America: Maize Production 
(Thousands of tons) 
Other Latin 
Argentina countries America 
ee 
Ot ali eee 836.4 13,253.1 14,089.5 
BO pe eretate's iste + 2,670.0 14,927.1 17,597.1 
| SRSA Aare 2,040.0 13,004.1 15,044.1 
RDS erele dis Sele sieve 3,550.0 13.522:3 17,072.3 
BED AG. clones os 4,450.0 14,805.5 19,255.5 
| [SES aercie 2,546.0 14,979.9 17,525.9 


Source: Official statistics. 
a Provisional statistics. 


In view of declining yields, priority has been given to 
he improvement of strains and farming methods. Most 
ountries have achieved good results by introducing se- 
scted varieties, while, at a later date, hybrid maize 
trains have been developed which have raised yields 
y 50 per cent in some cases. Production of these strains 
as already gone beyond the experimental stage and they 
re being reproduced commercially in Brazil, Chile, Co- 
ombia, Mexico, Peru, Venezuela and other countries. 
‘xcept for Chile, however, where maize is relatively 
inimportant, the use of hybrid seed has not become as 
videspread as might be expected. (See table 32.) 


In 1954/55, the maize crop in Argentina dropped to 
ne of the lowest levels during the post-war period; pro- 
luction of 2.5 million tons represents decreases of 43 
nd 70 per cent in relation to 1953/54 and the pre-war 
yeriod (8.2 million tons), respectively. The summer 
lrought caused so much damage that only 62 per cent 
f the area under maize could be harvested; under nor- 
nal conditions this proportion is never below 70 per 
ent. Unfavourable relative prices, however, represented 


Table 32. Latin America: Availabilities of hybrid 
maize seed and percentage of area under 
maize sown with these strains in 


selected countries, 1954/55 


Area sown as a 


Availabilities percentage of 


of hybrid total area 
seed (Tons) under maize 
ATCENUNAT: pomniecwccniclssiearnsiers 4,340 1? 
BES i lewernttcaete sccttus sisiet eters cet e-t Sieye 6,450 6.0 
(CHE GO Metered eres triceca'eae tists Oe rea naw 500 50.0 
MEXICO Nfatresces sc eeeee reat dee 5,400 6.1 
Period reer trtontictietoe see errs 39 0.6 
Vienezttel anna. Sek. fet. cloateideh ees 120 3.0 


Source: Official statistics. 

aIn addition, 4,250 tons of seed improved by free pollination 
were produced, 

b Agricultural year 1955/56. 

¢ Improved and hybrid seed. 


the decisive factor in this sharp reduction, because they 
have resulted in the displacement of maize by more 
profitable crops since the mid-forties. Moreover, ever- 
lower yields caused by the progressive impoverishment 
of the soil in Argentina have aggravated the situation. 
While in the period 1929/30-1931/32 an average 1,980 
kilogrammes were obtained per hectare, in 1951/52- 
1953/54 the yield dropped to 1,592 and declined still 
further to 1,370 in 1954/55, As a result, the area under 
maize contracted from an average of 6.7 million hectares 
in 1933/34-1937/38 to only 3.2 and 3.0 millions in 
1953/54 and 1954/55 respectively. The small volume of 
the 1954/55 harvest not only limited maize exports to 
375,000 tons, against 2.2 millions in 1954, but also in- 
fluenced shipments of oats, a higher proportion of which 
were required to cover the deficit in animal feed stocks. 


In Cuba, where production had been stimulated by 
guarantee prices and some surpluses have accumulated, 
such prices had to be reduced in order to restrict sowing. 
The result was immediately apparent, since production 
amounted to only 178,000 tons, or 25 per cent less than 
in 1953/54. 


Bad weather damaged sowing and yields in Colombia, 
Ecuador, Uruguay and Venezuela and the production 
of these countries thus declined somewhat. Thanks to a 
small expansion of the cultivated area and better yields, 
Brazil obtained a crop which was 2 per cent above that 
of the previous farm year. Although this harvest consti- 
tuted a record for Brazil, minor imports were necessary 
to cover the demand of large centres where production 
was inadequate. Thus the paradoxical situation arose 
whereby, owing to the lack of transport, very low prices 
were quoted for maize and the crop was wasted in some 
productive areas (Triangulo Minero, Goias, Matto 
Grosso, etc.), while large consumer centres arranged 
imports from the United States. 


The increasing use of genetic seeds in Chile led to a 
substantial improvement in yields and a record harvest 
(102,400 tons) which was 40 per cent above the 1953/54 
level. 

Mexico’s production expanded to 4.7 million tons and 
imports were virtually unnecessary, since only 900 tons 
were received as compared with 144,000 in 1954 and 
373,000 in 1953. Abundant rainfall, minimum price lev- 


46 


els and official credit programmes” all contributed to the 
betterment of domestic supplies. The effects of the im- 
proved seed programme—sponsored by the Comisi6n 
Nacional del Maiz, which delivered 5,400 tons of hybrid 


maize seed to farmers—is beginning to be felt. 


There were some domestic maize shortages in Central 
America during 1955, particularly in the first six months, 
owing to the poor crop of 1954 which was 14.5 per cent 
lower than in 1950 and 12 per cent below the 1949-53 
average. Guatemala—which had become self-sufficient 
some years ago and had even exported some tonnages 
to El Salvador and Mexico—encountered domestic prob- 
lems which had serious repercussions on the agricultural 
scene. The cultivated area contracted and an output of 
368,000 tons (against an annual average of 432,000 in 
the period 1949-53) proved inadequate to cover con- 
sumer requirements. Hence, before the 1955 harvest be- 
gan to enter the market, it was necessary to import 
337,000 tons of maize. This tonnage, mainly purchased 
from the United States and Mexico, undoubtedly repre- 
sents the peak import figure for the last ten years. 


The traditional disequilibrium in El Salvador between 
natural resources and the population became more acute 
as a result of the poor harvest in 1954; it was aggravated 
by the expansion of cotton production which obliged the 
farming of cereals to be shifted to marginal and low 
yielding land. In 1955, therefore, imports of maize, which 
is the basic foodstuff in El Salvador’s diet, rose to 42,000 
tons from 23,700 in 1954 and an average of 13,000 an- 
nually in the period 1950-53. For the first time in many 
years Honduras was obliged to import maize because of 
damage caused by hurricanes and floods. These imports 
totalled 3,000 tons and were mainly used to offset exports 
to El Salvador despatched between November 1954 and 
April 1955. It was also unique during the recent past 
that Costa Rica’s harvest was insufficient; 7,000 tons of 
yellow maize for the manufacture of feed concentrates 
had to be imported from the United States. Nicaragua 
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was the only Central American country where impo 
were unnecessary in 1955, although exports to El Sa 
dor declined sharply when the replacement of maize 
cotton in the traditional farming areas of the Pac 
zone caused production to fall. 


The situation will probably alter significantly in 19% 
Guatemala harvested 463,000 tons of maize in 1955, 
7 per cent higher than in 1949-53, so that domestic 
quirements will probably be covered without recourse 
imports. Production in Honduras and Nicaragua | 
been satisfactory; it is expected to supply the entire d 
mestic market and to raise the traditional exports to 
Salvador. Conversely, it is thought that a peak level 
46,000 tons will be reached by El Salvador’s impo i 
since the 1955 harvest was even smaller than that of tl 
previous year. 


= 2 a 
__ er . aa eS ee 


San RICE 


Rice is undoubtedly one of the crops which has di 
veloped most rapidly in Latin America. Without exce# 
tion, all the countries of the region grow rice and mob 
of them have more than doubled their production sin 
the pre-war period; some—Chile, Ecuador, Mexice 
Uruguay and, more recently, Venezuela—have attainet 
complete self-sufficiency and even exported small ton: 
nages. The 1954/55 harvest, representing 5.6 milliog 
tons of unpolished rice, surpassed the previous year be 
10.8 per cent and stands 200 per cent above that c 
1933/34-1937/38. The previous trends in rice produa 
tion has thus been reaffirmed. The exceptional progress 
is still more remarkable when it is compared with tha 
evolution of this crop elsewhere in the world. In fact 
world production in 1954/55 was 4 per cent lower than 
in the previous year and barely 7 per cent higher tha 
in 1933/34-1937/38, (See table 33.) In 1954/55 Latin} 
America accounted for 3.4 per cent of world outpud 
which compares favourably with the 1.2 per cent in the 
pre-war period, 


Table 33. Latin America: Rice production 


ETT 


W orld 
Thousands 
of tons 
1933 /34-1937/38 ....... 151,147 
1947 /48-1949/50 ....... 152,323 
1953/54 qiesee ye ee eee ee 170,629 
1954 SOM ee Ae ee eee 164,117 


Source: ECLA and FAO. 


The accelerated development of rice production has 
steadily covered an increasing proportion of the re- 
quirements for domestic consumption, while imports 
have dropped from an average of 390,000 tons in the 
pre-war period to some 214,000 tons in 1954. Imports 
for 1955 are as yet unknown, but in view of the sharp 
production increment they cannot have exceeded 190,000 


20 From December 1944 to June 1955, guarantee prices for maize 
rose steadily in Mexico. The increase in average prices ranged 
from 12 to 16 per cent and partly offset the unfavourable effect of 
devaluation on the relative prices of maize. 


Latin America Latin America 


in relation 

Thousands to the world 

of tons Index (Percentage) 
1,892 46 2 
4,133 100 2.6 
5,054 122 2.9 
5,602 135 3.4 


® Excluding the Soviet Union. 


tons. Hence, imports have almost certainly declined by’ 
over 50 per cent between 1934-38 and 1955. 


_ The rise of almost 550,000 tons in Latin America’s | 
rice production since the 1953/54 crop was mainly based. 
on Brazil, where the rice output grew from 3.36 million. 
tons to 3.92 millions in 1954/55. Brazil has thus recov- 
ered its share of regional production in the pre-war pe- 
riod and in 1949/50 by contributing 70 per cent of the’ 
aggregate instead of only 63 and 66 per cent in 1952/53 | 
and 1953/54, respectively. Progress by Brazil was mainly 
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Wributable to better yields, to good weather in the main 

floduction centres and to the use of better farming tech- 

fques which are becoming widespread in rice-growing 
oe 21 

as. 


{Brazil was formerly the main rice exporter of Latin 
fmerica. Nevertheless, for a variety of reasons, particu- 
Iirly low prices on the world market and the unfavour- 
ible exchange rate for exports, shipments abroad de- 
fmed rapidly and disappeared altogether in 1954. 
bstantial surpluses thus accumulated in the State of 
fio Grande do Sul, which were purchased by the Gov- 
ment for export in 1956 when a more favourable 
change rate was established. 


/ Venezuela is outstanding as a country where rice pro- 
luction has developed rapidly, increasing from 13,000 
ns only in the pre-war period to 49,000 in 1953/54 
ad to 73,000 in 1954/55.°? The vital elements contrib- 
ing to the expansion were, on the one hand, technical 
Ind economic aid given to farmers by the Corporacién 
enezolana de Fomento by means of a special rice de- 
lelopment programme initiated in 1949 and, on the 
her, the establishment of minimum guarantee prices 
ly the Banco Agricolo y Pecuario. Since self-sufficiency 
jas been attained, efforts are now being aimed at con- 
jolidating the situation. To this end, attempts are being 
made to transfer crops at present grown on unirrigated 
joil, with low yields and high production costs, to irri- 
ated land. This transposition will be achieved gradually 
y means of settlement programmes. 


Production also increased considerably in Ecuador, 
eaching 70,000 tons in 1955 and thus recovering the 
revious level, which had dropped to only 46,000 tons in 
954. Nevertheless, exports from Ecuador could not be 


-21 The area under rice expanded by only 2.7 per cent and now 
xtends over 2.49 million hectares. 

22 These figures were published by the Banco Agricola y Pe- 
uario of Venezuela. According to estimates of the Ministerio de 
Agricultura y Cria, however, production during the last two sea- 
sons totalled 57,900 and 102,300 tons, respectively. 
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raised above the 1954 level (about 20,000 tons) because 
world prices were depressed. 


In 1955, Chile obtained its peak production during 
recent years, slightly more than 93,000 tons, which was 
occasioned by better yields?’ and to an expansion of 
some 10 per cent in the cultivated area. 


In Mexico, 178,000 tons of rice were harvested as 
compared with 170,000 in 1953/54 and over 180,000 in 
the period 1948/49-1950/51. Domestic supplies were 
thus ensured and approximately 20,000 tons, in addition 
to 17,000 remaining from the previous crop, will be 
available for export. 


Cuba’s rice crop remained very similar to that of 1954 
(173,000 tons). Planters have had to face various prob- 
lems, inter alia, a lack of water for irrigation, brackish 
water, loss of soil fertility and reduced credit availabili- 
ties. Production levels during recent years, however, have 
reduced the dependence of Cuba—the major rice im- 
porter of Latin America—on purchases abroad. In the 
period from August 1954 to July 1955, Cuba’s imports 
from the United States (85 per cent of aggregate pur- 
chases) totalled only about 154,000 tons against 215,000 
obtained from the same source in the period before 1954. 


4. SUGAR 


Approximately 10 million tons of sugar were produced 
in Latin America during 1954/55, a tonnage slightly in- 
ferior to that of 1953/54 (10.4 million) and the lowest 
for the region in the past five years. (See table 34.) 


The reduction may be attributed almost entirely to 
the additional fall of 363,000 tons in Cuban production. 
Relative decreases also occurred in Argentina, Colombia, 
the Dominican Republic and Ecuador. Conversely, pro- 
duction in Central American countries as a whole, in 
Brazil, Mexico, Peru and Venezuela moved upwards. 


23 From 2,930 to 3,110 kilogrammes per hectare. 


Table 34. Latin America: Sugar production 


(Thousands of tons) 
ee ——————EeEeEeEeEeEeEeEeEeEeEEEEEEEEEEEEaaE 


1950/51 
Regular exporters 
Gu baa io owietekensic cine < ajarsieeesuerorells 5,759.1 
Dominican Republic ........... 540.2 
agit 5: a ea aa Orem car 463.8 
Sus-TOTAL 6,763.1 
Countries which are importers 
or occasional exporters 
Argentina (resis aos of sels ei-rsineie'> 650.8 
Rgball) 5.06 apetene or 06.00, 408 CODeDL 1,485.1 
Golombiaue etere erent. «oe oe 183.1 
IMexicowinrieis cher crnchtctere site or clete ie 651.9 
Viemeztiela mms slants cteicreistne «) Merctetarerey 45.3 
Othermeountriesmersie=tsicsl- c's *c'- 6 263.7 
Sus-ToTaL 3,279.9 


Torat, Latin America 10,043.0 


1951/52 1952/53 1953/54 1954/55 
7,224.5 5,159.2 4,890.4 4,527.6 
588.2 630.5 633.7 613 

470.4 602.2 610.7 614.4 
8,283.1 6,391.9 6,134.8 5,799.0 
559.8 710.4 777.8 583.7 
1,091.9 1,752.0 1,995.3 2,124.9 
152.0 187.0 233.0 200.0 
691.1 779.3 830.4 910.0 
64.9 71.8 971 144.0 
283.0 270.4 285.6 276.6 
3,342.7 3,770.9 4,219.2 4,239.2 
11,625.8 10,162.8 10,354.0 9,994.2 


tia a eee Sa 


Source: Official statistics. 
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These trends reflect to a great degree the various fac- 
tors which have influenced sugar-producing activities in 
Latin America, both in the traditional exporting coun- 
tries and in those which import or occasionally export 
sugar. In fact the aggregate production of Cuba, the 
Dominican Republic and Peru—which belong to the 
first group—fell for the third consecutive year since 
1951/52.*4 On the other hand the countries of the second 
group have shown steady progress in the last five years. 
But in 1954/55 the over-all increase was slight owing to 
lower Argentine production caused by a heavy frost 
which destroyed many plantations. 


Cuba, the main Latin American exporter, faced many 
problems arising from market conditions and the sur- 
pluses accumulated in previous years. Consequently 
sugar processing was restricted to 4.5 million tons. This 
figure is the lowest for the post-war period, representing 
a 7.4 per cent decline in relation to 1954 and 27.3 per 
cent below the peak production obtained in 1952. Paral- 
lel to these successive decreases, the processing of rich 
molasses and syrups has helped to relieve the situation. 
The manufacture of these commodities had ceased in 
1944, but was re-started in 1954 when 495 million litres 
were produced for export. In 1955, production totalled 
874 million litres, which were also placed on the interna- 
tional market. 


The Dominican Republic also restricted production, al- 
though to a minor degree. Peru is the only country 
among the traditional exporters which has not only main- 
tained the high production level of 1953/54 but has also 
failed to encounter any major problem of surpluses. 
Production increments attained by Peru in the last few 
years have mainly been derived from better unit yields, 
thanks to the adoption of modern cultivation techniques 
for sugar cane. The degree of efficiency in processing 
and the higher yields allow Peruvian sugar to compete 
on the world market without any State protection. 


Among the countries which grow sugar mainly for the 
domestic market, recent years have witnessed major ef- 
fort to expand production and remarkable increases have 
been achieved in some cases. Brazil and Mexico, for 
instance, after attaining self-sufficiency, now face the 
problem of accumulated surpluses with no easy outlet to 
the market. 


The situation in individual countries merits more de- 
tailed analysis. Mexico’s sugar expansion continued in 
1955 when 910,000 tons were produced, in contrast to 
830,000 in the previous year and an average of 637,000 
in the five-year period 1949-53. Apart from the self- 
sufficiency attained since 1947, the uninterrupted growth 
of production has allowed Mexico to enter the export 
market. Stocks have increased steadily since 1952 and 
have exceeded normal reserve levels for the domestic 
market; the surplus problem has thus appeared in Mexico. 
Sugar production in 1955 provided an exportable balance 
of some 106,000 tons, which, added to carry-overs from 
previous years, placed reserve stocks at the peak level 
of 310,000 tons in December 1955. To appreciate the 
gravity of the situation it should be recalled that under 


24 In reality, the decline was due to the sharp reduction in 
Cuba’s production, since the Dominican Republic had a smaller 


harvest only in 1954/55, while production in Peru has risen 
steadily. 
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: 
the present conditions for the world sugar trade, Mex 
can only rely on a sure market for 80,000 tons.” 


Encouraged by minimum prices compatible with | 
costs for marginal producers, sugar production in Brak 
has grown at a higher rate than consumption. The $f 
Paulo area accounted for most of the increment. 
1954/55, 2.1 million tons were produced, or 6.5 per ca 
above the previous year and 31 per cent higher than i 
average for the five-year period. As in former years su 
stantial tonnages of cane were used to manufacture 
cohol, which prevented sugar output from being evi 
greater. Deducting domestic requirements of 1.8 millid 
tons, the recent harvest provided an exportable surplll 
of almost 300,000 tons. 


Venezuela was able to cover domestic requirements 
1955. Production amounted to 144,000 tons, in co 
parison with 99,000 a year previously and an averagl 
of 66,000 for the preceding five years. Expansion « 
sugar production constituted one of the basic pri 
grammes sponsored by the Corporacién Venezolana d 
Fomento in co-operation with the Ministry of Agricul 
ture. The Corporation encouraged sugar-cane planting Hi 
providing credits and expanding processing facilitis 
through the installation of five new mills and the e2 
tension of another. In addition, the Ministry of Ag 
culture has pursued profitable research activities cor 
nected with genetics and has thus achieved a substantis 
rise in unit yields. The subsequent harvest is at presem 
a matter for concern, since it will probably provide | 
surplus of 50,000 to 60,000 tons. Nevertheless, it i 
thought that measures to limit uncontrolled productivy 
expansion and others aimed at raising consumption ma; 
obviate the risk. Otherwise the situation may be serious. 
because high production costs in Venezuela do not enabll 
the surpluses to be sold abroad. | 

The sugar production programme was successfully imi 
plemented in Uruguay. Production rose to 37,700 tona 
against only 20,600 in the previous year and 3,000 tona 
in 1949/50. Current output supplies about 40 per cena 
of domestic consumer requirements. | 


Any consideration of prices on the world market muss 
draw a distinction between free-market quotations anc# 
United States prices.2* On the free market, the downwarct 
trend was halted, a trend which had begun in 1954. wher 
the average price on the New York free market dropped 
by 3.7 per cent in relation to the 1953 average. In 19554 
the decrease only represented 0.7 per cent in relation tad 
1954. On the other hand, the decline was far greater on 
the United States market—3.8 per cent—and reflectedl 
the downturn of prices for all foodstuffs in that country., 
Should this decline continue, it may be of importances 
for Latin America, inasmuch as a large share of Cuba’sé 
production is destined for that market, as well as variousé 
quotas from other countries, | 


More sugar was exported from Latin America in 1955} 


than in 1954 in terms of both volume and value. (See: 
table 35.) 


25 At the session of 1 June 1955, the International S 
cil established the Mexican export quota at 69,800 Pee er: | 
which must be added the tonnage sold on the United States market - 
(11,000 tons). | 


26 See again table 26. 
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1954 


Volume 


Country elcome , 
TNA Ie ere Gr Oeetis allo siscl 00 161.8 
CN OE eee ce oe ee 4,202.4 
Dominican Republic ......... 490.7 
(Hogi Pens Cee vice ee Pe 422.2 

Del lek 


Source: Official statistics. 
4 Provisional figures. 


Two main factors apparently contributed to the in- 
ent. Firstly, the U.S.S.R. purchased 568,000 tons 
m Cuba at the beginning of the year; secondly the 
overy of Brazilian exports was determined by the 
option of a special exchange rate of 50 cruzeiros to 
e dollar, which allowed Brazilian sugar to be sold at 
mpetitive prices and outside the commitments of the 
ational Sugar Agreement. The Brazilian Govern- 
t advised the Council that, as it was not a party to 
e Agreement, it was not bound by the stipulations. This 
ition was adopted because Brazil did not believe its 
ota was commensurate to its export requirements. 


Because exports were greater and the production of 

rting countries declined in comparison with the 
evious year, the situation of sugar surpluses in the 
gion did not deteriorate. Certain countries, however, 
e still confronted with difficulties for the sale of their 
<portable surpluses. By the close of 1955, these stocks 
ad reached 2.3 million tons, which is 10.8 per cent less 
jan at the same date in 1954. In Cuba, the surpluses 
Hl by 322,000 tons (from 1.95 to 1.62 million tons at 
ie end of 1954 and 1955, respectively). In the Domini- 
an Republic, accumulated reserves declined by 21,000 
ms and remained at only 54,000 tons in 1955. Only in 
fexico did surpluses increase—from 203,800 to 


10,000 tons. 


Although the surplus problem is still unsolved, most 
atin American producers continue to encourage projects 
x the development of the sugar industry. For example, 
yo new mills—each with double the capacity of any 
sisting plant yet established in the country—are being 
uilt in the Dominican Republic. In addition, cane is 
eing planted in areas (estimated at 28,000 hectares) 
hich were formerly under rice. 


Tt is estimated that in Mexico—according to present 
rocessing capacity and the sowing which is being under- 
ken—production may rise to 1.5 million tons in the 
sar future. The increase in sugar production originated 
1a plan begun in 1950 with a target of 1 million tons 
y 1960 which was virtually attained in 1955. 


Bolivia, which relies largely on sugar imports, has an- 

ounced that the sugar mill in construction at Montero 
ill enter operation in May 1956 and that a further 
lant will soon be built. 


Chile is a newcomer to regional sugar production. 
Tork has already begun on the construction of a second 


Table 35. Latin America: Sugar exports from the region’s four main sources 
1954-55 , 


ee 
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19554 


Value Volume Value 
(Thousand: 0 
of dollars) Mora: prises 
12,380 456.5b 36,512 
401,200 4,642.3 431,500 
35,500 556.1 39,800 
32,147 465.5 34,751 
481,227 6,120.4 542,563 


seen 


b January-September. 


beet-sugar processing plant in the Llanquihue area, The 
addition of this mill, with an annual processing capacity 
of 20,000 tons of sugar, will raise aggregate installed 
capacity to 40,000 tons annually. 


Countries which only produce for domestic consump- 
tion have achieved an expansion of output principally 
through the guarantee price policy adopted by govern- 
ments. Thus sugar production in Uruguay and Vene- 
zuela is heavily subsidized by consumers and the State. 
Guarantee prices are also paid to farmers in Bolivia, 


Brazil and Chile. 


5. COFFEE 


According to preliminary estimates of Latin American 
coffee production for 1954/55—based on official figures 
published by some countries before December 1955— 
the volume of the harvest amounted to 2.04 million tons. 
A later revision of the production figure in Brazil, how- 
ever, in the light of the export volumes registered by the 
Instituto Brasileiro do Cafe, raises the over-all level of 
production in Latin America to about 2.2 million tons. 
This constitutes a record, since it is almost 15 per cent 
higher than in the previous year and 7 per cent above 
the 1934-38 average. (See table 36.) 


Not only did the weather favour high yields in the 
main producer countries, but this was the first year 
when production began to reap the full benefit of the 
new coffee plantations opened up in the late ’forties under 
the stimulus of a rise in coffee prices which had been 
practically uninterrupted since 1946, The exact extent of 
the area at present under coffee is not known, but it is 
estimated that in 1955 more than 150 million new trees 
entered full production. All producer countries, but par- 
ticularly Brazil, Cuba and some Central American coun- 
tries participated in this development. Despite the price 
decline of 1954, plantations have continued to expand, 
although at a much slower rate. 


The good harvest obtained in 1954/55 for marketing 
during the 1955/56 coffee year upset the short-lived 
balance between supply and demand; surpluses again 
began to accumulate in the main producer countries. 
The reduction of almost 138,000 tons in United States 
consumption during the trade year which closed on 30 
June 1955 contributed to an increase in the unsold stocks 
held by Brazil and Colombia. Data on other countries 
are unavailable, but such stocks are presumed to have 
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Table 36. Latin America: Coffee production, 1949/50 to 1954/55 


(Thousands of tons) 


50 

Countries 1949/50 1950/51 
Brazil hice ticki cinco ee euacmnrer erreers 1,071.4 1,080.2 
Golombia! sem ercsre so arcs Peebetete ele cote cette 337.8 302.3 
Ciba eee eee aver eyes olen rene 39.8 Bvea 
Dominican) Republic! 22... «eres 25.0 31.0 
Rewador teases cons oe sane chee sceneet 23.4 21.6 
ait ee eas oom er ocr ociode mcrocot 29.3 oo 
INM@XICOm eeu ieis ace eierons 3 aces Peete eta ooheteuerers 68.1 70.8 
Panama amen octet siete isc cect 2.8 oe. 
Pern” sicsesers suelo o cis wis > MON otete es soterevere 5.6 6.0 
V enezielay | diets error «oe ceases eiistores 50.7 34.0 
Gentral America as acctacciiecemetciserers 175.0 166.2 


Totat 1,828.9 1,783.3 


Source: Official statistics. 


1951/52 1952/53 1953/54 1954/55. 
1,125.4 1,110.6 1,037.0 1,320.0) 
402.7 384.0 404.0 424.0) 
28.7 35.7 38.6 46.5 
34.5 33.95 32.6 29.98 
24.2 19.2 28.3 22.6% 
21.2 35.9 23.8 27. ; 
87.6 84.9 93.0 80.44 
3.9 3.9 4.0 3.64 
8.9 9.6 9.6 9.66 
43.3 54.0 41.3 53.44 
203.8 176.6 205.6 182.0) 
1,990.2 1,947.5 1,917.8 2,198 


a Estimate taken from Foreign Crops & Markets, Vol. 71, No. 23 (5 December 1955). 


b Costa Rica, El Salvador, Guatemala, Honduras and Nicaragua. 


been negligible. In the two instances given, however, 
they rose in the aggregate by 234,000 tons (3.9 million 
bags) in relation to the same date in the previous year, 
thus reaching a total of 606,000 tons (10.1 million bags), 
of which the Brazilian Government bought and withdrew 
from the market an estimated 192,000 tons (3.2 million 
bags.) 


Information on coffee-roasting in the United States 
during the current coffee year (1955/56) indicates a 
decided recovery in that country’s consumption. The 
marked expansion of Brazilian and Colombian exports 
to Europe and the rest of the world also reveals a 
patent trend towards a return to the 1953/54 levels. Nev- 
ertheless, even if world consumption should attain the 
same volume as in that year—1.98 million tons—surplus 
stocks at the end of the present trade year (30 June 
1956) will exceed those held on the same date in 1955 
by the least 180,000 tons. Part of this surplus, however, 
may be incorporated into the normal reserves accumu- 
lated by consumer countries to facilitate distribution. 


The frosts which ravaged the coffee plantations in the 
State of Parana, Brazil, in August 1955, temporarily 
eased the problem of coffee surpluses by wiping out prac- 
tically the whole of the large increment in Latin Ameri- 
can production (from 240,000 to 300,000 tons) forecast 
for the 1955/56 harvest. Before this contingency, bad 
market conditions and the threat of their deterioration 
with the sale of the 1955/56 harvest induced Latin 
American coffee producers to hold several meetings at 
which they agreed to establish an International Coffee 
Bureau and to prepare an emergency plan to meet the 
situation. The agreements included the creation of buffer 
stocks to prevent violent price fluctuations and the ex- 
pansion of world consumption through the technical and 
economic collaboration of the member countries. As a 
first step, the emergency plan provided for the establish- 
ment of export quotas for the 1955/56 coffee year and 
recommended that stocks should be sold only at prices 
ranging from 50 to 60 dollar cents per English pound 
c.i.f. New York. Moreover, it was resolved to continue 
or to organize the financing of stocks, while other meas- 
ures of a purely local character were adopted. The weak- 
ness of this undertaking was that the agreements were 
concluded by producers and not by Governments, and 


in addition non-Latin American producers did not ath 
tend the meetings; hence the efforts proved abortive. Ai 
a later date, the Ministers of Finance of Colombia ane 


Brazil met to reach more definite accords; but, in vie 


of the frosts which affected Brazilian production at tha 


precise moment, the Ministers confined themselves te 
issuing a statement that the losses caused by frost had 
restored the statistical balance of production, and tof 


adopting preliminary resolutions for dealing with future 
emergencies. They also agreed, among other measures, 


to guarantee adequate price supports for the planters andy 
not to encourage production in areas unsuited for thes 


crop. | 
P | 


If production is analysed by countries, Brazil standsé 
out as the leading contributor to the increment regis- 
tered in Latin America during 1954/55. In fact, theg 
production level is estimated to have reached at least 1.322 
million tons,?* that is, 27 per cent above the previousé 
year’s level and 17 per cent higher than the peak post: 
war crop registered in 1952/53. The size of the harvest! 
may be attributed to the following causes: (a) excellent! 


weather conditions in most of the major production 


areas, which permitted yields very similar to that of the} 


preceding year or even larger, although 1954/55 corre-- 
sponded to the downswing in the biennial production 
cycle; (b) the entry into production of more than 100) 
million coffee trees from three to five years old, many | 
of which had been damaged by the frosts that had af-) 
fected production in the preceding year; (c) the fact} 
that most of these coffee trees are planted in very fertile 


virgin soil, in areas which were reclaimed specifically 
for coffee cultivation; (d) the increasing use, in modern 
plantations, of new high-yielding strains, particularly 


*7 According to the provisional figures published by the Produc. | 


tion Statistics Service of the Ministry of Agriculture, the coffee 
crop seems to have amounted to 1.17 million tons. But estimates 
made by the Instituto Brasileiro do Café and by the Department 
of Agriculture of the State of Sio Paulo—on the basis of the coffee 
registered for export on the books of the former organization up 
to 20 January 1956—bring exportable production up to 1.2 million 
tons (20 million bags). Since domestic consumption cannot be less 
than 180,000 tons (3 million bags), this would mean that the vol- 
ume of production was 1.38 million tons (23 million bags). The 
figure calculated by the United States Foreign Agricultural Ser- 


vice, namely, 1.32 million tons (22.2 million bags), can be given as 
a conservative estimate. 


| 


‘0 Mundo” and “Bourbon Amarelo”; and (e) better 
ing practices, which, though applied on a small 
, are giving very satisfactory results. 


actically 80 per cent of the increment in Brazil’s 
uction was accounted for by the State of Parana, 
e the 1954/55 crop was three times larger than the 
ous year’s (rising from 117,600 tons to almost 
).2° It was in this State that plantations were 
ided to the limit of available labour, capital and 
om facilities, by the utilization of vast tracts of 
y fertile land known as “terra roxa”.29 


E Parana coffee-growing district, however, seems 
on the climatic borderline for this crop, and twice 
dy (in 1953 and 1955) plantations have been dev- 
ed by quite severe frosts. The last seems to have 
usly damaged about 75 per cent of the area under 
e. According to official estimates, production in 
/56 will fall below 60,000 tons (1 million bags), 
h would imply a loss of approximately 300,000 tons. 
ite these setbacks and the fall in the price of coffee, 
fing has continued, although at a slower rate than 
years ago. 


1e coffee sector’s income improved in the last agri- 
ral year, not only because of the larger volume har- 
d, but also on account of the Government’s policy of 
anteeing planters a minimum price. The minimum 
i price for exports was reduced, the exchange rate 
coffee was devaluated—by transferring it from the 
category (31.5 cruzeiros to the dollar) to the second 
)6 cruzeiros to the dollar) —and large stocks of cof- 
were purchased through the Production Financing 
ice. 


yailable data on Colombia are to some extent contra- 
wry, but, to judge by exports statistics and various 
ted figures, production may be estimated at 424,000 
which is 5 per cent above the previous year’s level. 


1e unfavourable effects on the country’s economic 
ities produced by the drop in world coffee prices 
the decline in exports during the last quarter of 
_ and the first half of 1955, induced the Colombian 
smmment to advocate a policy of protection for the 
e sector. Among other measures, a minimum price 
soffee was established, and the Federacién Nacional 
‘afeteros was authorized to buy up the whole of the 
ut on the Government’s behalf. This organization 
able to draw upon the resources of the Fondo Na- 
al del Café and upon credit granted by the Banco 
1 Republica. The exchange rate for coffee was also 
d from 2.38 to 2.5 pesos to the dollar. 


iseasonable weather in the coffee areas of Mexico 
ed a small crop of only 80,400 tons, representing 
crease of 13.6 per cent in relation to that of the 
sding year. Nevertheless, it should be recalled that 
urea under coffee has continued to increase thanks 
1e development programme of the National Coffee 
mission. Between May and July 1955, the Com- 


Jp to 20 January 1956, the Instituto Brasileiro do Café had 
ly registered 310,000 tons (5.2 million bags) from the State 
rand. 
According to a study made by the Instituto Brasileiro do 
in 1955 there were about 720 million coffee trees in the State 
rana. 
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mission distributed, free of charge, 3.2 million coffee 
trees and a great deal of selected seed. 


In the Central American countries, rains in F ebruary 
and March resulted in early flowering which were later 
ruined by drought. When the rainy season set in steadily, 
the trees flowered again, with the result that the crop 
ripened unevenly. Consequently, harvesting was pro- 
longed, costs rose, the quality of the beans deteriorated 
and the income of the planters was adversely affected. 
Thus the harvest amounted to only 182,000 tons, and 


failed to equal the preceding year’s record crop of 
205,600 tons. 


Cuba, which in recent years had barely managed to 
supply domestic requirements, produced 46,500 tons in 
1955—in contrast with only 38,600 in the previous year 


—so that an exportable surplus of 7,000 tons was ob- 
tained, 


The marketing of Latin America’s coffee production 
had entered a phase of definite deterioration at the be- 
ginning of 1954 and no prospects of improvement came 
into sight until mid-1955. Prices had fallen sharply and 
exports had declined to their lowest level in recent years. 
As from June, however, the situation improved appre- 
ciably. Prices partially recovered, and exports to the 
United States, particularly from Brazil, increased at a 
rapid rate. By the end of 1955, Latin American exports 
had reached 1.52 million tons and exceeded the previous 
year’s volume by 16 per cent. 


The circumstances which brought about this situation 
may be summarized as follows: 


(a) Coffee prices began to fall in April 1954 and 
continued to do so until June 1955, owing to lower con- 
sumption levels and a considerable decline in exports, 
to an over-estimation of supply and to the hope enter- 
tained by consumers that the cruzeiro would be still 
further devaluated and that the dollar price of coffee 
would thus be reduced. In consequence of a smaller 
volume of imports, supplies of coffee beans in the 
United States dropped to the lowest level recorded since 
1948—86,400 tons on 30 September 1955—while con- 
sumption little by little reverted to normal in 1955. The 
combination of these two factors brought about a marked 
rise in demand, reflected in the rapid increase in imports 
during the second half of the year. (See table 37.) 


(6) European demand for coffee from Latin America 
—especially from Colombia—also expanded considerably, 
thus helping to account for the region’s heavier exports. 


(c) The great demand for Colombian coffee resulted 
in so considerable a reduction of consumer stocks in the 
main importing countries that mild grades were to some 
extent in short supply. Consequently, quotations for 
Colombian coffee on the New York market exceeded 
those for Brazilian coffee by a larger margin than 
usual,?? 


(d) Exports from other Latin American countries 
rose by 10 per cent, a development for which Costa 
Rica, Mexico and Nicaragua were mainly responsible. 
African exports, especially to the United States, also 
increased. 


30 The usual difference between prices for Manizales and Santos 
grades is about 4 dollar cents per pound; in the final months of 
1955, the difference exceeded 14 cents per pound. 
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Table 37. Latin America: Exports from the main 
coffee-producing countries, 1954-55 


(Thousands of tons) 


1954 1955 

By coun- By coun 

try of try of 

desti- desti- 
Country nation Total nation Total 
Brazil, shipments to: 653.1 830.0 

United States ...... 340.4 474.6 

Europes. at eras tee ae 250.3 290.0 

Other countries ..... 62.4 65.4 
Colombia, shipments to: 344.6 351.4 

United States ....... 297.1 287.9 

Europe snes: faele.de 40.5 57.5 

Other countries ..... 7.0 6.0 
Costas Ricaenve-aveecte — 25°35 9 29.1 
Dominican Republic .... — 23.6 — 24.4 
Eicuadormersstce eee — DALI — 23.1 
Ele Salvadocmeacceeceee — 62.2 — 66.6 
Guatemalavace. <emlece. _- B2u — 53.4 
Haitiied, soetanirnc tis aeloere — 31.8 — 19.6 
Honduras sepepeten eer: —~ 9.6 -- 9.2 
Mexico: aeeuncnince cei — 69.0 — 83.5 
INIGATa Sua wercciscte ois = — zeal — 27.4 
GRAND TOTAL — 1,308.0 — 1,518.3 


Sources: Brazil: Anuario Estadistico, No. 47. Colombia: Revista 
del Banco de la Repiblica, December 1955. Other countries: 
Official statistics. 


Despite the improvement in the export situation dur- 
ing the latter part of 1955 and first months of 1956 and 
the return to normal of United States consumption, the 
outlook for the future does not appear very promising 
unless arrangements for the control of the market are 
agreed upon among all producer countries. As was indi- 
cated, the decline in United States consumption left an ex- 
ceptionally large surplus in the two principal producer 
countries. Despite the considerable expansion in con- 
sumption during the present year,*! it is probable that 
by June 1956 the excellent crop just harvested will leave 
a surplus in Brazil and Colombia which may well amount 
to about 600,000 tons (10 million bags). 


It should be recalled that the possibilities of expand- 
ing production over the medium term are directly linked 
not only to the production of new plantations, but also 
to the prospects of obtaining higher average yields, espe- 
cially in Brazil, by virtue of improved farming practices 
and the fact that, on the average, the new plantations will 
have reached their phase of highest productivity. 


6. Cotton 


In 1955, the region’s cotton output again reached a 
record level of 1.22 million tons—which was 5 per cent 
higher than the preceding year’s and 23 per cent above 
the average for the last five years. Moreover, these levels 
represent an 80 per cent improvement in relation to the 
regional average during the pre-war period. Thus, the 
proportion of world production for which Latin America 
was responsible rose from 9.8 to 16.7 per cent between 
the pre-war period and 1955, 


31 Coffee year 1955/56. 
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In the year under consideration, as before, Mex: 
and the Central American countries accounted for 
of the increment. Their share in the regional aggre; 
is now 556,000 tons or 45.6 per cent, which com 
very favourably with the 75,300 tons (12.7 per 
which they contributed in the pre-war years. On reachiy 
the 461,000-tons mark in 1955, Mexico became the ma 
Latin American producer, displacing Brazil from ti 
position. Mexico’s production in 1955 should be coy 
pared with the volumes of 390,000 and 260,000 tons || 
tained in 1954 and 1950 respectively. (See table 38.)} 
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Table 38. Latin America: Production of 
cotton fibre 


(Thousands of tons) 


1933/34- 

Country 1937/38 1949/50 1953/54 1954 
South America 

ATS ening wl. aie eeu 54.2 142.0 138.2 

Brazil) ccc ncceiern.: 355.0 393.0 395.2 

Colombia ccseeeeee 5.8 8.7 27.9 

Ecuador .ecee seers 1.9 ult Pei 

Paractiay™ ce enn ec 11.4 15.0 14.4 

Pen Cscah ceacuee sees 84.0 73.5 111.9 

Venezuela aus aco atte cor 2.4 Eu 4.5 


Sus-Tora. 514.7 638.0 694.2 


Mexico, Central America 
and the Caribbean 


IMiexico Gite aonatoewreane Teale 260.0 389.7 
He Salvadori socuete el 6.8 20.3 
Guatemala ......... 0.4 0.6 9.0 
INicaragiaseseesiee iat 6.8 47.4 
Hl atttats wasnt ee eee = Te 1.4 
Hondurassssse eee 15 1.9 


Sus-ToraL 75.3. —-277.2 469.7 


Totat, Latin America 590.0 915.2 


World production® .... 
Percentage of world ag- 
gregate contributed by 
Latin America ...... 9.8 13.6 16.6 


Source: ECLA and FAO. 
a Excluding the U.S.S.R. and other Eastern European countri 


| 
i 
Cotton cultivation has developed rapidly in Mexid 
during recent years on the new land reclaimed by irrigg 
tion. Apart from the expansion of the area under cottol 
unit yields have improved from 347 kilogrammes pi 
hectare in 1949-53 to 462 in 1955, particularly throug 
the decline of dry-soil planting and to a more widespree} 
use of fertilizers. It is in the areas under cotton that tl 
most advanced techniques are applied, and machine 


fertilizers, insecticides and weed-killers are extensive 
utilized, | 

The last crop left Mexico with an exportable surpli 
of about 380,000 tons. As a result of strong competitia| 
from United States cotton on the world market and 
the fact that world production has been increasing at | 
faster rate than demand, the Mexican Government hp 
decided to restrict expansion. To this end, it will contri 
sowing during the next season. | 


| 
t 


Although Central America produces less cotton thal 
Mexico, development has been even swifter and moj 


| 
| 
| 
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tacular. In 1948 production barely reached a level 
2,000 tons, but in 1955 it had advanced to 92,800. 
1955 crop was 18 per cent larger than the preceding 
’s and almost one-and-a-half times greater than the 
age volume of annual production during 1950-54. 
le in 1954 the country which contributed most to the 
rgement of Central America’s cotton output was 
iragua, where production practically doubled in 1953, 
955 planting increased most intensively in El Salva- 
and Guatemala. In the former, the area under cultiva- 
grew from 29,000 hectares in 1954 to 46,000 in 
9, and in the latter from 16,000 to 21,000 hectares. 
the other hand, the area under cotton in Nicaragua 
ained practically stationary at about 87,000 hectares. 


he post-war period of high cotton prices constituted 
main incentive to the expansion of this crop in the 
tral American region. But even when prices fell 
rply, the high yields obtained—which are among the 
; in the world and permit of relatively low production 
s—contributed to the continuance of the development 
sribed. These harvests, which in 1955 rose to 646 
grammes of fibre per hectare in El Salvador and 610 
grammes in Guatemala, are produced without irriga- 
and thanks to modern machinery and methods as 
as to plague control. Central American yields—like 
<ico’s—are much higher than those of the South 
erican countries (except Peru) and other major 
ducers, such as the United States. (See table 39.) 


yle 39. Comparison of cotton fibre yields per 
_ hectare in countries of Latin America 
| and other regions 


(Kilogrammes per hectare) 


ep 1954 1955 
MMEAGIN Os coe eset e 3 ee tee ses > 637 646 
SAU A cee Se eee ae ee 552 610 
RS os x fice he os 2 ose 424 462 
ITA Wy sieiaiwcl> oie « we sivje 0 0% ris sls 580 430 
EMRE ies a dais wl chexinlo’s 300°s:0 2 3 249 207 
Os Se eee 159 170 
lho. 9 RR eee 336 Bit 
5 A eI oo eee ee 508 440 
SR gt AE ae 276 322 
MES EALES ie icre oes watate ain = 5 2 a> 383 467 
Se ME inte sc a's Gale aoe 0 te oe-e°a"e 129 113 
UNOPS orc ec ceccle soles 80 dele es 220 226 
EME sos o.c'ois wivicle'viee sie. dimes sie 525 502 


ource: ECLA and Foreign Agriculture Circular, 26 January 


i. 


‘otton planting has had the virtue of awakening the 
rest of Central American growers in the improve- 
nt of farming techniques (the use of modern ma- 
nery, selected seed, plague control, fertilization and 
p rotation, etc.) ; this development is helping to form 
ew generation of agricultural enterpreneurs of a cali- 
hitherto unknown in the region. Their influence and 
methods they use will no doubt spread to the remain- 
agricultural sectors of Latin America in coming 


rs. 
n Brazil the last harvest, which amounted to 405,700 


s, exceeded that of 1954 by only 2.7 per cent, and 
similar to the average for the last five years. The 


low, and to some extent decreasing, yields per hectare, 
attributable to the impoverishment of the soil and the 
consequent repercussions on production costs, perhaps 
constitute, in conjunction with difficulties arising from 
competition in the world market, the most serious prob- 
lems affecting the cotton sector in Brazil. In fact, unit 
yields in this country are among the lowest in Latin 
America, together with those of Ecuador, Paraguay and 
Venezuela. Under these circumstances, the country has 
had to resort periodically to devaluation of the cruzeiro 
in order to compete in the world market and at the same 
time counterbalance the inflationary rise in internal costs. 
In May 1955, the exchange rate for cotton exports was 
transferred from the second to the third category,®” 
which implied that the price paid to producers was sub- 
stantially higher than in the previous year, despite the 
fall in world prices. This circumstance, in addition to 
the planters’ desire to offset at least partially the damage 
caused to the coffee plantations by the August frosts, the 
fact that large areas formerly used for growing peanuts 
were abandoned because of the low price for this com- 
modity, and the prospect of an over-all exchange reform, 
led to a considerable expansion of cotton-planting in 
the period 1955/56. This is confirmed by the sizeable 
increase in seed sales by the Department of Agriculture 
of Sao Paulo, which reached 1.5 million bags, thus 
approximately doubling the previous year’s volume. 


Cotton planting in Peru covered 225,000 hectares, the 
largest area on record. Although the water supply from 
most coastal rivers was normal, the weather affected the 
crop and promoted the onset of plagues and diseases, 
thereby raising production costs on account of the need 
to resort to plaguicides. Production (98,900 tons) 
dropped by 12 per cent in relation to the previous year’s, 
which had been unprecedented. World market fluctuations 
had a direct effect on the planters’ income, since the 
prices paid to the producer were more than 6 per cent 
lower than in 1954, 


Latin America’s cotton exports were larger in 1955 
than in 1954, if those of Brazil are excluded. However, 
it should be recalled that the exceptional exports effected 
by Brazil in 1954 included a considerable proportion of 
the surpluses accumulated in 1952 and 1953, and that 
Latin America was thereby able to reduce the volume 
of its surplus stocks in 1954/55 from 464,800 to 436,900 
tons. (See table 40.) 


Table 40. Latin America: Cotton exports 


(Tons) 
Percentage 
1954 1955 variations 
NeXICO maar sistel veritas 259,419 352,434 42 
Brszaliteyectrs oniasiets sors 309,486 158,927 —49 
Penimeniees seidesiaes 85,100 83,596 —2 
INI CANAD TIA ae) aa telnere2s 23,200 43,300 87 
Wi pSalvadorveres ss 8,400 17,200 105 
Tora 685,605 655,457 — 


i CEU EEUU ENE EEEE ERED 


Source: Official statistics. 


Except for Nicaragua, Central America was able to 
place its whole cotton output on the world market without 


32 At the close of the year, planters were exerting pressure to 
have cotton moved to the fourth category. 


any great difficulty. Conversely, Mexico was unable to 
dispose of the whole of its last two crops. The exact size 
of the surpluses is not known, but they are estimated to 
have totalled 67,000 and 91,000 tons in 1954 and 1955 
respectively. Brazilian exports benefited by the devalua- 
tion of the exchange rate for this commodity. At the end 
of the cotton-trade year (28 February), stocks are calcu- 
lated to have stood at the same level as in the previous 
season (45,000 to 50,000 tons) and to have constituted 
no serious problem. 


Peru found little difficulty in selling its exportable pro- 
duction, since mainly long-fibred cotton is produced, 
which faces less competition on the world market. 


To sum up: until the 1954/55 harvest, cotton produc- 
tion had been expanding steadily in those Latin American 
countries where the crop had been recently introduced 
and efficient methods of cultivation, resulting in high 
productivity, had been adopted. The sale of their ex- 
portable surpluses had presented no insurmountable diffi- 
culties to date, since the price decline had been success- 
fully combated by low costs in countries where production 
is efficient, and by various protectionist measures in 
the rest. 


At the end of the season, however, a significant change 
in this situation became apparent. The United States 
Government announced its new policy for the encourage- 
ment of its export trade, and this alone immediately 
caused a price decline and some unwillingness to pur- 


Table 41. World cotton situation® 
(Thousands of tons) 


Supplies 1951/52 1952/53 1953/54 1954/55 1955/56b 
Stocks on I August 
United Statesmen seems 499 607 1,215 2,105 2,409 
Otherseountries.. eee 1,823 2,279 2,148 1,975 1,996 
222 2,886 3,363 4,080 4,405 
Production 
Unitedm Statesmuascs ne eee 3,277 3,298 3,559 2,951 3,168 
Otheszcountricsieat se deosetes 2,930 2,973 3,016 3,429 SDS 
6,207 6,271 6,575 6,380 6,705 
TOTAL SUPPLIES 8,529 9,157 9,938 10,460 11,110 
Distribution 
Consumption 
UnitedeStatesmanceneerruee 1,996 2,062 1,866 1,910 
Other (countries sere merit: 3,472 3,559 3,971 4,058 we 
5,468 5,621 5,837 5,968 
Stocks | 
United *Stateson ocanneaeenee 608 1,215 2,105 2.409 | 
Other counveies ss, eee. 2,279 2,148 1,975 1,996 
2,887 3,363 4,080 4,405 
TOTAL DISTRIBUTION 8,355 8,984 9,917 10,373 
Difference a..n cee tere eee 174 173 21 87 
--_—_—————————————— LL eeeess—“# 
Source: International Consultative Committee on Cotton and BAE (U 
® Excluding the U.S.S.R. and other Eastern European countries ae 
b Estimates. ) 
¢ Includi id i i 
eo share losses and balances exported in trade with the U.S.S.R. and other Eastern 
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chase fibre on the part of consumer countries. T] 
change in the attitude of the United States is due to | 
present statistical position of cotton. World availabi 
have risen by 30 per cent in the last five years, re 
a level of 11.1 million tons by the beginning of | 
1955/56 cotton year. Although demand increased 

some 10 per cent during the period in question, woj 
surpluses doubled and by 1 August 1955 they amoun 
to 4.4 million tons. From 1951/52 to 1955/56 U: 
States surpluses increased from 490,000 to 2.4 mill 
tons, which means that this country now holds 55 |] 
cent of world surpluses instead of only 25 per cent 
before. (See table 41.) Among the factors contribut 
to this situation were the legal provisions which | 
thorized exports only when they were effected at a le 
not lower than 110 per cent of the support prices p. 
to planters. Thus United States policy favoured the dev 
opment of cotton in Latin America by maintaining pri 
at a relatively steady and profitable level. 


Of late, however, United States policy has radice 
altered, since the decision has now been reached to 
surpluses at competitive prices and on the very easy ter 
implied by acceptance of payment in the purchase 
national currency and the additional incentive of low 
term credits. Under these conditions, the United Sta 
has already sold 138,600 tons for delivery during 19 
These sales are a source of direct competition for Brag 
Central America and Mexico, especially as some of thi 
were placed in Latin American countries which ws 
traditional purchasers of the region’s own cotton. 
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alg 1958 from the Talon reine ra 
overy in om the sli declining trend ob- 

d during the last shah he A 4 per con increase 
& the 1954 output ra it, though by only a small 
rgin, above the peak level of 1950. This change was 
> mainly to an increment of a little more than 7 per 


it in beef hewstaoe while in 1954 only 21.6 million 
td were slaughtered; in 1955 this figure rose to 23.1 


ion principally as the result of the extraction of far 
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eater numbers of cattle in Argentina and Mexico. Pro- 

uction of mutton remained practically stationary, since 
the 16.7 million head slaughtered represented only 
176,000 more than in the previous year. Conversely, pro- 
duction ha i decreased by 8 per cent since slaughter- 
ing declined by some million head, so that the total was 
only 11.75 million. This reduction was almost entirely 
attributable to the sharp falling-off in the slaughtering 
of pigs in Brazil as a consequence of feed shortages. In 
the remaining countries, eet Chile, eal re- 


: mained stationary or incr slightly. (See table 42.) 
< Table 42. Latin America: Meat production, 1950-55* 
(Thousands of head) 
1950 1951 1952 1953 1954 1955 

ET EDS Pa 23,120 22,961 22,265 21524 21599 23,106 

Sheep ee eee 16,008 13,433 16,974 17,393 16530 16,706 

9 A Sn 11616 11,950 12,226 12,633 12,772 11,756 

Over-all index> .......... 100 99 92 96 96 100 


Source: Official statistics. 
4 Including exports of animals on the hoof. 


> Weighted by average unit yields: cattle, 220 kilogrammes; sheep, 18 kilogrammes; pigs, 75 


kilogrammes. 


he salient feature of meat production in 1955 was 
Houbtedly the remarkable increase in cattle slaughter- 
in Argentina, which enabled this country to make 
if progress in regaining its position as Latin America’s 
ding exporter. Cattle stocks totally recovered from 
efiects of the drought which had affected this country 
m 1948 to 1951, and in certain isolated sectors the 
Tying capacity of pastures was even subjected to some 
ssure. Consequently, meat supplies for the domestic 
ket became normal, the weekly meatless day being 
lished in August, and, moreover, a considerable ex- 
able surplus was obtained. In 1955, 9.5 million head 
slaughtered, that is, 16.8 per cent more than in 
previous year, when the corresponding figure was 
million. Owing to the substantially higher proportion 
calves, cows and heifers in the aggregate number of 
tle butchered,” meat yields improved by only 13 per 
totalling 2.05 million tons. Finally, it should be 
cated that Argentina’s meat production might have 
en still greater, had it not been for the marketing and, 
ecially, the transport difficulties that prevented the 
I utilization of the available supply. The inadequacy 
the transport system, in particular, caused manifold 
ses, since breeders were obliged to hold their stocks 
-much longer periods than would have been required 
aply to fatten them for market. 


The declining trend in beef production in Uruguay 
vame more marked in 1955 as a result of the gradually 
ensifying competition in recent years, in the first place 
ween crops and livestock, and in the second place 
ween cattle and sheep, for the country’s limited natural 
ources. As an example of the first case, mention should 
made of the considerable expansion of the area under 
eat, which in the last three years rose from 500,000 
700,000 hectares, taking up most of the best grazing 


In 1954 cows and heifers accounted for only 2%.2 per cent of 
regate slaughtering, while in 1955 this proportion rose to 33.6 
cent. For calves, the corresponding percentages were 4.5 and 
per cent, respectively. 


lands and particularly the winter pastures, In the second 
case it should be recalled that owing to the boom in wool 
prices on the world market, sheep breeding developed 
to an exceptional extent in Uruguay, so that in 1953-54 
sheep stocks were estimated at about 27.5 million head 
as against 21.6 million in 1946-50 and 18 million during 
the pre-war period. Conversely, cattle stocks declined 
from 8.3 million in 1936/40 to 7.9 million in 1953/54. 
In addition to this unbalanced development of animal 
stocks, meat consumption, considerable to start with, 
became the highest in the world. Hence it is easy to 
understand why Uruguay discontinued its meat exports, 
which until 1954 contributed a high percentage of the 
country’s aggregate foreign exchange income. The falling- 
off observed in cattle breeding is largely due to un- 
favourable marketing and processing conditions which 
not only hamper the regular delivery of animals for 
slaughter, but also increase costs.** The same circum- 
stances have caused the formation of a “parallel” uncon- 
trolled market both for supplying the city of Montevideo 
and for exports. 


In Brazil, although the accelerated growth of cattle 
stocks seems to have continued—bringing them up to 
61.4 million head in 1955 in comparison with 57.6 mil- 
lion in 1954 and an average of only 46.2 million in 
1946-50”—production of beef remained stationary, per- 
haps as a consequence of the strict control of retail prices 
which was in force during most of the year and was later 
partially relaxed. 


An extensive herd repopulation programme was 
launched in 1955 in Mexico, where until 1954 foot-and- 


24 The existence of cold storage houses with a processing ca- 
pacity much higher than present production levels (the four cold 
storage houses of Montevideo can handle 1.7 million head, while 
only 522,000 were processed in 1955) gives rise to high operation 
costs which are partly financed through State subsidies and partly 
involve the payment of lower prices to the producers. Moreover, 
dificulties in delivering the cattle to the stockyards and delays 


in payment constitute a serious handicap for stock-breeders. 


25 See Foreign Crops and Markets, Vol. 72, No. 15, 9 April 1956. 
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mouth disease and prolonged droughts had prevented 
the expansion of stocks. The Government created the 
Fondo de Garantia y Fomento de la Ganaderia with 
capital amounting to 100 million pesos, for the purpose 
of guaranteeing private credit institutions the recovery 
of their livestock loans. Two thousand stud bulls were 
imported from Canada; five national breeding stations 
were established; 20,000 head of Hereford cattle were 
distributed, and, with the credit and guarantees provided 
by the Nacional Financiera, the purchase of 100,000 
heifers and 300,000 head of cattle for distribution among 
farmers was authorized. These measures, together with 
the opening of the United States border, which en- 
couraged cattle exports, enabled slaughtering to increase 
by more than 18 per cent. 


Finally, Costa Rica, which until 1953 was a net im- 
porter of cattle for consumption, became self-sufficient 
in 1955, thanks to better utilization of its good natural 
facilities for stockbreeding and to credit programmes 
and the distribution of zebu stud bulls. In 1955, slaughter- 
ing for domestic consumption increased and about 4,000 
fat bullocks were exported to countries outside Central 
America. This raised extraction to a level 2.3 per cent 
higher than the previous year’s and 37.6 per cent above 
that of 1950. 


Production of meat in the remaining countries was 
normal in 1955. 


Latin America’s position as a meat exporter improved 
considerably during the year owing to the substantial 
increment in both meat and live-weight shipments from 
Argentina and Mexico. 


The increase in cattle slaughtering in Argentina left 
an exportable surplus®® of about 400,000 tons of carcase 
meat, which compares favourably with 231,000 tons in 
1954 and an average of 284,000 over the five-year period 
1950/54. It is also interesting to note the significant 
change in the composition of these exports, which were 
shipped mainly to the United Kingdom. When meat ra- 
tioning ended in July 1954, the population of Britain 
began to demand increasing quantities of chilled beef 
instead of the frozen meat they had eaten for so many 
years. This unquestionably favoured Argentina, since 
Great Britain’s other traditional suppliers—Australia and 
New Zealand—are too far away to export chilled beef 
to this market. Thus, while in 1953 and 1954 British 
imports of chilled meat were only 4,000 and 16,000 tons 
respectively, in 1955 Argentina exported about 120,000 
tons to the United Kingdom. 


The erradication of the foot-and-mouth epidemic which 
broke out in 1953 allowed Mexico to resume its exports 
of cattle on the hoof to the United States. Sales to this 
country rose to 243,000 head in 1955, as against only 
4,600 in 1954 and 134,600 in 1953, 


The decline in Uruguayan meat exports which began 
some years ago became so acute in 1955 that this country 
practically disappeared from the world market. In fact, 
from 61,200 tons in 1951 and 43,900 in 1954, exports 
of frozen meat dropped to 3,200 tons in 1955. Sales of 
tinned meat in the same years stood at 12,800, 20,900 
and 5,600 tons, respectively. 


36 Exports were as follows: 117,300 tons of tinned meat; 158,100 
tons of chilled and frozen beef; and 62,300 tons of frozen mutton. 
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8. Woo. 


Latin America’s wool clip (greasy basis) reached) 
volume of 315,400 tons during the season ending 
September 1955, which was 5 per cent below the 
of the previous year and the lowest tonnage recor 
the last five years. 


If a comparison is drawn between wool production 
Latin America and that of the whole world, it may 
seen that the latter has shown a steady improvement 
recent years while regional output moved up slowly w 
1954 and deteriorated thereafter. (See table 43.) Be 
the rate of growth was uneven, Latin America’s sha) i 
within the world total, which had reached 17.8 per i 
in 1951/52, declined to 15.5 per cent in 1954/55. | 


t 


Table 43. Latin America: Wool production 
(Thousands of tons) # | 


Share of Lati# 
America witht 


W orld Latin world total \i 
Year aggregate America ( Percentages, Ve 
1950 /51F ene ee 1,822.0 323.9 lite 
1951/52 teen ene 1,836.5 328.2 17.8 
G52: / SS: wetoetaers set 1,980.5 331.6 16.78 
1953/5458. ie3 cor 2,003.2 332.7 16.6 
1954/55 2 eee: 2,030.3 315.4 15.5 § 


Source: Official statistics. 
a Greasy basis. 


The fluctuations in the Argentine clip, which accounj: 
for about 60 per cent of the regional aggregate, play} 
decisive role in the slow evolution of wool productidy 
in Latin America. After reaching peak levels of abode 
200,000 tons from 1948 to 1950, the output of wet 
started to decline in Argentina, owing to adverse e I : 
nomic conditions, which originated in the low expe 
exchange rate. Hence, in 1955 only 165,000 tons wed: 
produced, which is very similar to the clip in 1934/38. 


Although production in Uruguay, which ranks seconjh 
among Latin American producers, declined slightly 
1955 when related to the previous year, it remained atit} 
level of some 90,000 tons, or almost 80 per cent hight 
than the pre-war level. This development was possilil} 
through the remarkable growth of sheep flocks, whid) 
have partially displaced cattle from the limited past i 
land in Uruguay," to the serious detriment of meat pn 
duction both for domestic consumption and for export., 


No significant changes took place during 1955 in th 
remaining countries, which contribute about 20 per ce¥ 
of the regional aggregate. It should be noted, howeve 
that southern Brazil has witnessed a phenomenon simil 
to that of Uruguay, namely, a marked displacement 
cattle by sheep as a consequence of high wool prices 
the previous year and of the better utilization of gras 
lands by sheep. 


The wool clip in Argentina and Uruguay is mai 
destined for export, while elsewhere in Latin America. 
is in general consumed by local industries. These 


_ 37 While the cattle population decreased from 8.3 million hed 
in 1946-50 to 7.8 million in 1954, sheep flocks grew from 17.9 || 
26.6 million head during the same period. 
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tries rank among the five major exporters of the 


Id, accompanied by Australia, New Zealand and the 
on of South Africa. 


Vool exports represent a valuable source of foreign 
mange for Argentina and Uruguay. During the last 
years such exports have accounted for 14 and 43 
cent, respectively, of the total income derived from 
orts in these two countries. 


rgentina’s exports, mainly consisting of coarse wool 
m crossbreeds, rose to 105,000 tons effective weight 
954/55 (including waste), or 12,000 tons more than 
im the previous clip. (See table 44.) 


able 44. Argentina: Wool supplies, 1954/55 


(Thousands of tons) # 


BE CM tere ayere a. ois Serco ks a sn Ueaise Cesc ees 165 
BEMENTOVEL nt tcre wececemr ss Cea athe cea ben an eae 35 

TotaL 200 
BR aLGAtICHCONS UN pLION yy iic te ok seks Mihi we sere dap 50 
 coNDILCT TS Gels GOGO ORE SICe HOEREES ete nee tr ames 105 
Serolguatocks, by 1.Octoberectics.te ase bi siesre oe ole 45 


purce: World Wool Digest, 4 January 1956. 
reasy basis. 


xport prospects for the surplus have benefited, how- 
. from the new exchange measures which were estab- 
ed at the end of 1955 by the Argentine Government, 
uding a rise in the net exchange rate for wool from 
> to 12.42 Argentine pesos per dollar.®§ 


e future of wool exports was also favoured by the 
mg trend in world consumption. In fact, while con- 
pption in the United States had declined steadily in 
pnt years, mainly through the competition from 
thetic fibres, an increase of about 4 per cent occurred 
1955, principally because a greater demand existed 
garment wool. A significant rise also took place in 


§ According to the modifications introduced in the Argentine 
nange system, the wool dollar is liquidated at 18 Argentine 
bs to the dollar, 25 per cent being retained, which gives a net 
e of 13.50 pesos to the dollar. At the same time a former 8 per 
tax on sales was reinstated so that the exchange rate is really 
sed at 12.42 pesos to the dollar. 


57 


the United Kingdom, the world’s main wool consumer, 
where consumption of greasy wool rose from 209,000 to 
215,000 tons. In the aggregate, world consumption in- 


creased by approximately 3.5 per cent in relation to the 
previous year. 


In marked contrast to Argentina, Uruguay’s exports 
during the 1954/55 wool year declined by 28 per cent 
in relation to the previous clip and by 60 per cent when 
compared with 1952/53. 


The United Kingdom and the United States, which 
were formerly the main purchasers of Uruguayan wool, 
reduced their imports from this source by two-thirds and 
one-half, respectively, while shipments to Western Ger- 
many dropped to less than 50 per cent of the previous 
year’s tonnage. The Netherlands thus ranked as the main 
customer, by purchasing about 8,600 tons of wool and 
6,500 tons of wool tops, which accounted for 25 and 60 
per cent, respectively, of Uruguay’s aggregate exports 
during the last clip. A significant event during the 
year was the export of about 200 tons of wool tops to 
the Soviet Union. 


During the last quarter of 1955, that is, when the new 
wool year had opened, exports from Uruguay made a 
sensational recovery and the largest shipments on record 
were made. In the first six weeks of this new wool year, 
30,000 tons of wool and 5,800 of wool tops were regis- 
tered for export; during the last week of November, 
3,000 tons were recorded and in the next two weeks reg- 
istrations totalled 17,000 tons. This almost exhausted 
the unsold 52,000 tons held on 1 October. An important 
factor in this sudden expansion of sales may be that after 
1 January 1956°° the export subsidy (established on 
15 September to stimulate such exports) was expected to 
drop from 21 to 14 dollar cents, to remain at a level 


of 7 cents as from | April, and to be eliminated after 
1 July 1956. 


Prices for wool on the world market, particularly for 
fine grades, continued to move down during 1955, a 
movement which became more marked in September 
when Merino wool was quoted at its lowest price in recent 
years. In October a slight recovery took place which 
continued throughout the last quarter of 1955 and early 
weeks of 1950. 


89 This limit was afterwards extended to 31 March. 


Chapter IV 
INDUSTRY 


I. OVER-ALL TRENDS IN PRODUCTION 


Latin America’s industrial production continued to 
expand during 1955. The indices showed an increase 
of 6 per cent in relation to the previous year which, 
although higher than that recorded during the period 
1950-54, revealed a certain weakening when compared 
with the 7 per cent registered in 1954. (See table 45.) 


Table 45. Latin America: Indices of industrial 


production 

(1950 = 100) 
1951 1952 1953 1954 1955 
Latin America .... 107 109 113 Dal 128 
ATS GIGI A etel elle) ejelsi6 102 95 93 100 110 
Braziloyecem an aceacr 110 116 121 134 139 
Ghile® ys. nsec cen 92 107 115 121 116 
Colombiauerceadscer 106 118 on 139 142 
oud doteecnuis cari 103 110 116 126 134 
Guatemala ........ 99 104 102 102 105 
Mexico". 76. ster cen 109 110 114 122 134 
Venezuela ........ 119 139 153 167 187 


Source: Official statistics. 
2QOn the basis of data from the Chilean Development Corpo- 
ration. 


Three factors in particular contributed to the growth 
of industrial output in 1955: (a) the improvement in 
demand, as a result of the increased volume of exports, 
which succeeded in overcoming the effects of the deterio- 
ration in the terms of trade and thus favourably in- 
fluenced domestic demand; (6) the peak level reached 
by agricultural production, which is a highly important 
element in determining the income level of the majority 
of consumers in each country; and (c) the increment in 
investment, which is estimated at some 3.0 per cent 
in relation to 1954 for Latin America as a whole, and 
which had an encouraging effect upon the demand for 
industrial products, 


The development of manufacturing output varied from 
one country to another, although in almost the whole 
region it rose above the previous year’s level. 


In Argentina, where a recovery from the former low 
levels of activity set in during 1954, production continued 
to increase progressively during 1955, showing incre- 
ments of 10 per cent over 1954 and of more than 7 per 
cent above the figure for 1951, which had represented 
the previous maximum. This growth was not unconnected 
with the acute shortage of foreign exchange, which almost 
excluded the possibility of importing many manufactured 
articles, and with the increase of over 6 per cent in agri- 
cultural production, which raised the demand for such 
goods. But in 1955, as in other recent years, the growth 
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of industrial equipment was slow. A persistent weaker 
ing in exports of primary products reduced the meary 
required for a steady expansion of productive capacityy : 
especially in the sector of basic industry, which has | 

greatest influence upon the dynamics of growth. Hence 
the increased output in 1954 and 1955 was less the resul 


of an expansion of industry than of a more intensiy 
utilization of installed capacity. 


The rate of growth of production weakened in Brazi 
and from almost 10.8 per cent in 1954 fell to 3.7 per ce HP 
in 1955. The prospects of a reform of exchange policy 
of changes in the customs tariff and of restrictions of 
credit all affected output during the final months of th 
year. But industrial capacity continued to expand, despit 
difficulties in obtaining foreign exchange and in impo: 
ing equipment and raw materials. These very difheulties 
and the opportunity for high profits from producti 
activities, make Brazil an attractive field for industrie 
investment. 


The over-all trends which had begun to appear i 
Mexico’s manufacturing industry since the second quarte 
of 1954 remained unchanged. Industrial output main 
tained its progressive rate of increase throughout 1958 
exceeding the levels of 1954 by almost 10 per cent. Mue 
of this increment was due to the encouraging effect upo 
the demand for industrial products of the increase i 
private investment, which is estimated to have surpasseé 
that of the previous year by about 40 per cent. The tw 
consecutive years of substantially higher income in tht 
agricultural sector constituted an additional favourabl 
influence. 


Industry in Colombia continued to grow, but at : 
slower pace than during the period 1950-54. Nationa 
income did not show as spectacular a rate of increasé 
as in recent years and this was reflected in a relativi 
weakening in demand. On the other hand, imports of 
those consumer goods which compete with domestic in 
dustry expanded in relation to 1954, despite the modifi 
cations in foreign exchange policy which were adoptee 
in order to reduce such purchases. 


For the first time after a number of years of continue 
expansion, the volume of industrial production cont 
tracted in Chile, and was more than 4 per cent belo 1 
the 1954 level. Credit restrictions enforced during tha 
final months of the year led to a substantial reduction 
in sales and ultimately in production, In addition, serious 
difficulties still hampered imports of machinery and spare 
parts, raw materials and other elements essential fon 


production, even though more foreign exchange was 


finally available than had been expected at the beginning 
of the year. 


1 Machinery replacement has once again been postponed. It i 
estimated that the replacement of out-of-date equipment by mal 


em machinery would alone represent an investment of more tha 
350 million dollars. 


ndustrial output was also lower in Uruguay. The mani- 
t difference between productive capacity and effective 
duction—a characteristic apparent since the early 
ts of the present decade—became even more marked 
1955. As regards supply, competition from imported 
icles made itself felt, while there was some weakening 
demand as a result of the higher cost of living. The 
ansion of many sectors of Uruguay’s industry has 
peeded the needs of the limited domestic market and 
y through exports could full economic utilization of 
talled equipment be achieved. But high labour costs, 
accompanied by a comparable level of productivity, 
lude any possibility of competition on world markets, 
less preferential exchange rates are adopted, as in the 
es of tanned hides or combed wool tops. 


Although protection is limited in Peru, industry de- 
oped to some extent during 1955. Nevertheless, prob- 
s arising from the policy of a free exchange rate 
d unrestricted rate have still to be faced. The meas- 
es adopted in November 1949 represented a decrease 
the purchasing power of most of the population and 
s reduced the market available for industry. More- 
er, the higher-income groups, who might strengthen 
e demand for domestic goods, prefer the foreign market, 
d this is one of the reasons why Peruvian industry 
s not grown more rapidly during the last few years. 


Venezuela was the country with the highest rate of 
owth for industrial production during 1955, The in- 
sive process of industrialization which began in 1950 
d not slacken during 1955; the expansion of plants 
ready installed and the creation of new industries con- 
ued unabated. 


: OUTSTANDING EVENTS IN LATIN AMERICA’S 
INDUSTRY 


Although a number of projects and plans were adopted 
entered production, those listed below are considered 
the most important; it should be noted that they are 
in the sector of heavy industry, which indicates that 
some countries the distance which separates basic 
om light industry is being narrowed: 


(a) The agreement between the Argentine Government 
d entrepreneurs and a United States company for the 
uilding of a factory at Cérdoba to produce motor vehi- 
es. Output will apparently reach 35,000 units annually 
ver the next four years and will contribute to the renewal 
nd expansion of the motor transport park in Argentina. 


-(b) The establishment of the new plant of the Com- 
anhia Brasileira do Aluminio in the State of Sao Paulo. 
nitial capacity is for 10,000 tons of aluminium ingot 
mnually, and there are plans for a fivefold increase. 
Jutput from this plant will provide Brazilian industry 
vith more abundant supplies of this metal, which is basic 
or the mechanical and metallurgical sector, and which 
as hitherto been in short supply owing to import 
ifficulties. 


(c) The entry into production of the refinery at 
‘ubatao, in Sao Paulo State, with a daily capacity of 
0,300 cubic metres. In addition to the significance of 
his plant for the supply of fuels, it will shortly become 
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the centre of a large petro-chemical industry which will 
use the residual gases from the refinery as raw material. 


(d) The mass production, in Sao Paulo, of the first 
diesel engines to be manufactured entirely in Brazil. 
Although the units produced each month are still few 
in number, and, furthermore, are single-cylinder models 
of low horse-power, this is an outstanding event because 
it indicates the stage of progress reached by Brazil’s 
mechanical industry. 


(e) The contract between Chilean capital and a United 
States company for the manufacture of agricultural tools 


and equipment. The machinery has already been pur-— 


chased and the civil-engineering work for the assembly 
of the plant is at present being concluded. This is a basic 
industry for Chile, because the articles to be produced— 
threshers, harvesters, etc.—will play a decisive part in 
the success of the agricultural programme now under 
way. In addition, from the metallurgical standpoint, 
Chile will now begin to mass-produce machines of a high 
technical level. 


(f) The installation in El Salvador, directed by Japa- 
nese experts and with a joint capital from El Salvador 
and Japan, of an up-to-date cotton mill which will have 
25,000 spindles and 260 looms. 


(g) The increase in the steel-making capacity of 
Mexico. The production of more than a million tons 
annually represents an increment of 108 per cent above 
the 527,000 tons’ capacity registered in 1950. The 15.8 
per cent annual coefficient of increase is indeed excep- 
tional, and denotes the lines along which Mexico’s indus- 
try developed during this period. 


(h) The inauguration in early 1955 of the first battery 
of coking plants at Monclova in Mexico which, in addi- 
tion, to producing some 286,000 tons of metallurgical 
coke each year, has an annual capacity for 6,600 tons 
of sulphuric acid, 3,477 of ammonia sulphate, 2,877 of 
tar products and 12,371 tons of liquid pitch. 


(t) The entry into operation of the two works manu- 
facturing railway wagons and diesel engines in Mexico. 
The former will have an output of 1,200 wagons an- 
nually. In addition, a factory for textile-mill machinery 
is being built, with a capacity for 120,000 spindles and 
3,600 looms each year, which will enter production at 


the end of 1956. 


(j) The agreement between an Italian company and 
capital from Colombia, Peru and Venezuela, to set up a 
petro-chemical industry in each of these countries. The 
first objective will be to produce nitrogenous fertilizers 
(ammonium nitrate, calcium nitrate and urea). 


(k) The formation of a company in Peru, with the 
technical and financial assistance of a Belgian corpora- 
tion, for the production of explosives, partially on the 
basis of raw materials to be provided by the petro- 
chemical industry. 


(1) The opening at the beginning of the year of a 
furfural plant in the Dominican Republic, consuming 
sugar-cane bagasse as its raw material and with an 
annual capacity of 9,000 tons which will all be exported 
to the United States. 


(m) The agreement between domestic capital and an 
Italian company to build a large iron and steel works, at 


. 
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Puerto Ordaz in Venezuela, with an annual capacity 
of 150,000 tons of steel ingot. Since Venezuela has the 
highest per capita steel consumption in Latin America,” 
the new plant will lead to less dependence upon imports 
and will give a strong impulse to the development of 
the mechanical and metallurgical industry. 


III. DEVELOPMENT BY SECTORS 


The sectors included here represent over 87 per cent 
of the value of Latin America’s indusirial output. Their 
relative importance may be judged from table 46; the 
rates of growth recorded during the period 1950-55 are 
shown in figure IX. 


Table 46. Latin America: Share of the value of 
industrial production by sectors 


(Percentages) 

Hoodsttfis vandy beversces a= sais mete «se ccc ere Pleveteerersoketere te 32 
ARCHRN A WS |. Ge saddadconnds qonooEee Gn dodea 4 Guataters 2 
Textiles) 9a" voc aces Wics asc cclste ie sisier tke os a(louere 6 161s oueiela a or aeroveye 16 
Hootwear, and: clothing. jc.cccciiss ce is ase ce creo curioeie here 7 
Balp and @paperesciee sects ceteiactectetcleciste eet cticvet serereaereroret 2 
Chemical and pharmaceutical products................... 6 
Rubber samantifacturesins jem mscwiew ose clei «isle cvsiele sie ctthecer sore 2 
Cement, glass-and Ceramic products........-...--e«+ sj. 4 
Metallurgical and mechanical industries..................- 15 
Other* industries: 28. tae os ete oo stee ae vis « sa,d e's gia ereteteere 14 

100 


Source: Figures based on the latest censuses and industrial sta- 
tistics of the ten Latin American countries with the largest volume 
of industrial production. 


1. FooDsTUFFS AND BEVERAGES 


This is the most important sector in every country 
of the region; at the same time it is the most hetero- 
geneous, since it is really composed of a number of dis- 
similar industries. On the average, foodstuffs account for 
nearly 75 per cent of the value of production and bever- 
ages for about 25 per cent. Particularly significant among 
the former are mill products, sugar, green coffee, re- 
frigerated meat, rice (cleaning and polishing), preserved 
foods, edible oils and fats, bakery and confectionery 
products, and prepared foods. Among the beverages, the 
more important are liquors, wine, beer and soft drinks. 


Except for Argentina, where this sector was affected 
by the agricultural crisis of 1951-52, and probably Cuba, 
where sugar production has ben declining sharply since 
1952, the food-processing and beverage industries have 
expanded considerably in all countries. This development 
was particularly pronounced in Peru and Venezuela, 
where official policy made special efforts to foster it. 


(See table 47.) 


A new increase in production within the region was 
apparent in 1955; for the seven countries shown in 


2 Tt should be noted that this high consumption does not reflect 
the existence of a large metallurgical and mechanical industry, 
but rather the high demand for petroleum tubing and structural 
steel for building. 
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Figure IX | 


A 
LATIN AMERICA: GROWTH OF INDUSTRY AN 
SOME OF ITS MAIN SECTORS, 1950-55 


(1950 = 100) 
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Table 47. Latin America: Production indices for 
foodstuffs and beverages 


(1950 = 100) 

1951 1952 1953 1954 
Latin America .... 105 112 118 120 
Arzentingaceccies 96 99 104 105 
Draziietor cde ees 110 118 126 121 
Ghileuae es stron sacs 103 112 126 130 
Colombiaue.caeeee: 108 118 125 AEA 
Mexicom cee. cemcee 116 Wal 112 117 127 
Pert se ott. coeee 102 116 134 166 


Source: Official published statistics. 
a Seven months. 

b Eight months. 

¢ Ten months. 

d Six months. 


table 47 it represented an increment of 5 per cent. Com- 
modities showing higher output in relation to 1954 in- 
cluded wheat flour (18 per cent), coffee (7 per cent) 
and vegetable oils (4.5 per cent). In the case of sugar 
there was a reduction (3 per cent) because of lower 


production in Argentina, Cuba and the Dominican 
Republic. 


pter IV. Industry 


2. ToBACCO PRODUCTS 


‘ith a few notable exceptions, such as Cuba, this is 
of the most concentrated industries and, mainly be- 
of monopolies, there are very few establishments 
ach country. As a rule, the factories are large and 
close to centres of production or consumption,* 
ough there are also establishments which prepare 
icco by hand for smoking or chewing. 


xcept in Brazil and Venezuela, this industry has 
wn at a somewhat slow rate in recent years. However, 
expansion in Brazil, which is the largest producer 
he region, has influenced the figures for Latin America 
whole, which rose by 25 per cent between 1950 and 
5. (See table 48.) 


yle 48. Latin America: Production indices for 
tobacco products 
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3. TEXTILES 


As regards the value of production, the capital invested 
and the man-power employed, the textile industry still 
ranks second among Latin America’s manufacturing 
activities; yet in the last six years, it has not followed 
the same dynamic pattern of growth as the other sectors. 
During the period 1950-55, the volume of production in 
the manufacturing industry as a whole increased at a 
rate of 5 per cent annually, while the textile industry ex- 
panded by only 2.5 per cent. (See table 50.) This failure 
to advance as rapidly as other branches of industry had 
two fundamental causes: (a) already by 1950 produc- 
tion and domestic demand were reaching a certain equi- 
librium in the main producer countries and only mod- 
erate future increases could thus be expected, based on 
a higher average of per capita income and on the vegeta- 
tive increment in the population; and (b) the pressure 
of external incentives was weakened by the loss of export 


(1950 — 100) markets which had, during the "forties, maintained a 
state of unusual prosperity in the cotton sector of some 
1951 1952 1953 1954 1955 countries.* 

m America .... 107 114 116 121 125 

BEIT Ae Seba ars sx ~ 103 110 109 104 106 

eo nt ct os 117 129 134 154. 167 Table 50. Latin America: Production indices for 

7 ae 93 101 104 106 106 textiles 

ombia ade mice sae Sia. F 114 110 112 121 109 (1950 — 100) 

Mere oie ache bu) 110 109 107 113 ioe 

ezuela .....--- 106 127 138 162 174 Sim] ne 6p, ane age 
et bal “AR eerie Vite Pe eee ei ae eee 


en EEE ESSERE 


. : + as Adds. Latin tAmerica ec -oo520selese 98 95 99 109 113 
gurce: Published statistics and data [Gkedancee’ wos edsoqac 4 ay 99 81 81 86 89 
. 2 , Brazil © x tete sero seseine ss scence 96 102 107 126 132 
Table 49 gives production figures for cigars and Chile ...........0eseeeees 99 106 114 120 120 
arettes in selected Latin American countries. Colbmbin Sg. 08. See 92 SHE 10342 TIS oes SIE: 
Wctadormeereomeree tie steels 121 127 141 140 
IMex1C Om mrtereiciels misiseievele stelevste 97 93 89 99 107 
Table 49. Latin America: Output of tobacco Pes picistt. shee foetus a 10g + re 
5 TU SUSY pe ere eteyeieieis > srersicners <1 120 11 1 ACG 
products, 1954 Vea eu eae Tale elope ie, 204 oar 


(Millions of units) 
eee 


Ne —— eee 


Source: Official statistics and publications. 


ntry Cigars Cigarettes 

TD IO ae ak -f 19,360 In 1955, Latin American textile output exceeded the 
SEE ae Cnr aaa ight figure for the previous year by 4 per cent; and, although 
7) SG eae “ses ee the rate of growth was more hesitant than in 1954, the 
eae 514.0 12.925 level of activity may be taken as satisfactory, consider- 
mo... i ¥. ; ti ee eee 316.0 9,357 ing that the latter year was the first of complete recovery. 
minican Republic ........-- 32.7 892 The most active branch in almost all countries was cotton, 
Mg dats scree sealte ws ees 8.7 733 as consumers showed a preference for cotton goods. 
Ania bye" dee gepogeencomaner ed 751 Conversely, there was some slackening in the demand 
Bremals - 6 eens neces es eeees “0 1,673 for artificial fibres; this was particularly true of piece 
re ecase ttc" (2 ogc 5" 1,550 goods made of filament, since articles made of staple 
a SESS ihe che odes er continued to enjoy a good market, thanks to the popu- 
ine 7 lag eee eee 528 larity of fibre mixtures. 

ee oes 1.2 2,608 Modernization of equipment proceeded very slowly; 
URGES AS ie aes US nk nor was there any large-scale expansion in most coun- 
ECE i ha So cha tries, precisely because nearly all of them found it diff- 


cult to import equipment. Consequently no significant 
changes may be expected in the number of spindles or 
looms. (See table 51.) 


Source: United Nations Statistical Yearbook 1955, and direct 
formation. 


a 1953. oe 
b 1944, Although absolute recent figures are lacking, it is known 


at Brazil is the largest producer in the region. 
¢ 1955. 
d 1952. 


4During the war and early post-war years, Brazil and Mexico 
supplied markets which had previously imported from traditional 
exporters. When the situation returned to normal, these markets 
were gradually lost, and Latin American products were able to 
enter them only as stop-gaps, covering temporary deficiencies in 
supplies from so-called traditional sources. 


8 All the Latin American countries, from Mexico to Argentina, 
ow sufficient tobacco to meet at least their own needs. Some 


ecialize in tobacco for export. 
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Table 51. Latin America: Capacity of the textile industry, 1954 


Spindles Looms 
Artificial 

Country Cotton Fool Cotton Fool fibres 
Argentinatrnee sees 860,811 470,000 21,132 9,000 7,500 
Bolivia seesvs.oeecs mere 21,000 Bae 780 An sate 
Brazilntaosdeek eee 3,480,000 252,000 130,000 7,100 27,000 
Chiles aoseee aee tae 196,253 96,974 5,136 1,500 3,500 
Colombiaumerrnascttecice 386,000 7,614 7,077 894 2,270 
Gubay  dacaveas watercress 71,536 ets 2,478 Sten is 
Ecuadoreuscnceaeenioe 85,000 4,102 1,636 91 376 
ES Salvadormeceeat tet 46,640 ne 1,230 Pee sieve 
Mexico*? ee cnt. 1,136,203 130,000 37,501 2,100 9,952 
Paraguays eee eee 28,000 aes 530 es fie 
Berit Paes. create. ae 207,000 63,000 6,356 950 1,020 
Urusuay Se eee ee 115,958 95,000 2,100 770 812 
Venezuelan iitenten. cease 84,087 eet 3,684 Sits 


SS 


Sources: Ministerio de Comercio de la Nacién Argentina, Direccién de Algodén y otros Textiles; 
Sindicato de Fiacao e Tecelagem em Geral, Sao Paulo, Brazil; Ministerio de Economia de Chile; 
Asociacion de Industriales Textiles del Uruguay; Ministerio de Fomento y Obras Publicas del 
Pert, Direccién de Industrias y Electricidad; and United Nations Statistical Y earbook, 1955. 


® Statistics for 1952, the last year for which such information is available. 


4. FOOTWEAR AND CLOTHING 


This sector registers a slow rate of growth, although 
future prospects are good, particularly in those countries 
where per capita consumption is still extremely low. Ex- 
pansion will depend less on the vegetative growth of the 
population than on the raising of the average standard 
of living in Latin America. Artisan shops predominate 
in this sector, so that mechanization and productivty 
indices are low.® 


From 1950 to 1955, the production index showed no 
significant changes in the principal Latin American coun- 
tries as a whole, although (see table 52) there were 
variations in the output of nearly all of them from one 
year to another. The majority witnessed some degree of 
recovery in 1955.6 


Table 52. Latin America: Production indices for 
footwear and clothing 


(1950 = 100) 

re 

1951 1952 1953 1954 1955 
Latin America ..... 99 93 95 98 101 
ANTONE Bos oosper 97 86 87 90 91 
LBibAle Batam ooolm 121 111 114 109 117 
Chil Giggs! ects s6iets ort 97 101 110 113 TE, 
Colombia ss se 92 104 114 de dees 
Mexico ae hastens Se 89 92 83 82 82 
Perimene eink. yee ha 90 106 106 
Venezuela? ........ 75 92 98 


Source: Published data and statistics. 
8 Footwear only. 


Footwear manufacture represents from 25 to 75 per 
cent of the entire sector. The percentage is usually lower 
in the more advanced countries of the region—Argentina, 
for instance—because factory-made clothing is more com- 
monly worn there by both the higher and the lower 
income groups. 


Since imports of footwear are very small in nearly all 
the countries and domestic production therefore meets 
almost the entire demand, it may be concluded that the 
consumption of footwear is abnormally low in Latin 
America. In fact, in only four countries—Argentina, 
Chile, Cuba and Uruguay—does it exceed one pair of 
shoes or boots per person annually. (See table 53.) These 
figures contrast with 3.2 pairs in the United States and 
2.7 in the United Kingdom. 


Table 53. Latin America: Leather footwear 


production 
—— eee 
Total Per capita 

(Thousands of pairs) (Pairs) 
Liatin@Amerioa=s.coeas. eae 121,503 0.76 
ATEEntina 2m ei eee eee 25,400 1.36 
Brazil Attlee ne 50,000 0.88 
Chilebit-<. 225 tee eee 12,000 1.86 
Colombia# ees N nee eee 3,633 0.29 
Cubatas. wocee beck eo eee 12,160 1.98 
Dominican Republic® ........ 608 0.26 
HeuadOrters.kicek tease eee 323 0.09 
El*Salvador®* eee. eee 1534 0.07 
Tondunascepaaeeenee See 47 0.03 
Mexico?e.. .ata...) Oe 13,000 0.45 
Peruduepaed oeomiotoacnece 3,000 0.32 
Uruguayan oe sa ee 2,015 1.10 
Venezuclabetr. sett ae oee 2,550 0.45 


| 


| 


| 
| 


- ese 


5 Furthermore, the equipment in use at many of the larger fac- 
tories is out of date, and this also affects productivity and quality. 


Source: United Nations Statistical Yearbook, 1955 and direct 


information from Argentina, Brazil, Mexico, Peru, Uruguay and 


6 There were countries where production contracted, Uruguay Venezuela. 
being a case in point. Footwear factories reduced the volume of a 1954, 
output by 15 per cent in relation to 1954, a year in which it had b 1955. 
already been low in relation to effective productive capacity. Most € 1950. 


of the factories worked 3 or 4 days a week, utilization of equip- 4Includes footwear made of other materials. 
ment barely amounting to 30 per cent. e 1951. 
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he manufacture of footwear is one of the branches 
‘re least progress in quality has been made. This is 
only because skill and adequate equipment are lack- 
but also because the quality of the leather tends to 
poor. There is a broad field for improvement and 
technical assistance in this industry, extending from 
care of livestock to ensure that hides are not blem- 
d by marks or diseases, to tanning operations and 
manufacture of more durable and less expensive 


es. 


5. PULP AND PAPER 


A glance at indices of production, for the five coun- 
3 which together produce nearly all Latin America’s 
p and almost 90 per cent of its paper, shows that an 
rage annual increase of 5 per cent was achieved in 
8 sector during 1950-55. (See table 54.) Nevertheless, 
s greater output was insufficient to meet the ever- 
wing demand for pulp products, particularly that for 
mical pulp and newsprint. Of a total of 1.7 million 
s of paper and board consumed annually in Latin 
nerica, about one million are produced within the 
sion, leaving a deficit—mostly newsprint—of 750,000 
s; in other words, 43 per cent of all consumption must 
covered by imports. In the case of pulp, almost 60 per 
it of aggregate consumption requirements is at present 
ported. 


ble 54. Latin America: Production indices for 
pulp and paper 


(1950 = 100) 

1951 1952 1953 1954 1955 
in America ..... 107 102 105 119 127 
pentina .J....22.. 109 94, 84 108 123 
UM oie « cVsis'e'=+ <s 105 105 117 iPAl 120 
\. Serco. 104 108 117 129 129 
: eae ee 107 113 121 133 155 
. “Saas saenr 99 98 154 128 one 


\Source: Published data and statistics. 


This dependence upon imports has made it very diffi- 
ilt to meet demand, partly because of the sharp varia- 
ions in world prices and available stocks, and partly 
cause of the shortage of foreign exchange which as a 
sneral rule has obliged the Latin American countries to 
mit their imports. Hence the region’s paper consump- 
on advances more slowly than would be consistent with 
he rate of growth of per capita income. 


An analysis of the present position of the exporting 
ountries—mainly in North America and Europe—leads 
5 the conclusion that Latin America will not be able to 
eet the steady expansion of demand through increased 

ports from traditional suppliers.’ As a result, certain 
atin American countries have begun to formulate long- 
ange plans for developing their own resources. Some are 
nvisaging production on a national scale only, with a 
jew to meeting their own requirements; in contrast, 
thers—better endowed with fibrous raw materials—are 
ontemplating export possibilities as well. 


7 See Pulp and Paper Prospects in Latin America (E/CN.12/ 
61/ Rev.1), United Nations publication, Sales No.: 1955.11.G.4. 
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Until 1954 the trend in the region’s manufacture of 
pulp products had been characterized by greater ex- 
pansion in paper than in pulp. However, a change could 
be noted during 1955, when paper manufacture rose by 
8 per cent as against a 10 per cent increase in pulp 
production. (See table 55.) A number of circumstances 
were responsible, among which the following are im- 
portant: (a) many Latin American countries have be- 
come almost self-sufficient for grades of paper other than 
newsprint; (b) the retarded development of regional 
production of pulp—as well as the difficulties of import- 
ing it—has concentrated the attention of industrialists 
and Governments on the creation of domestic sources 
for this raw material; and (c) progress in the produc- 
tion of the really scarce commodity—newsprint—has 
been discouraged by preferential customs tariffs, small 
margins of profit and, above all, the need for exception- 
ally heavy investment. 


Of the various existing projects for raising pulp and 
paper production capacity, four will be put into execution 
during 1956. A new mill will enter production at Puerto 
Piray in Argentina with a nominal annual capacity of 
30,000 tons of pulp for paper and rayon; it is not ex- 
pected to reach full capacity until 1957 or 1958. 


In Brazil the Rio Claro mill will enter production 
with a capacity of 15,000 tons of bleached pulp for paper 
and 10,000 tons of pulp for rayon. Eucalypt will be 
employed as raw material. 


Of the two mills which are under construction in 
Chile in the Concepcién area, the newsprint factory—with 
an annual capacity of 44,000 tons—will begin operations 
towards the close of 1956, while the second will do so 
within another year or two, and, according to projects, 
will produce 47,000 tons of pulp and 10,500 of Kraft. 
The newsprint mill will not only meet domestic demand, 
but will provide an exportable surplus. 


By the end of 1955 the new plant at Chihuahua in 
Mexico was approaching completion. It will produce some 
24,000 tons of bleached pulp annually, and the same 
quantity of alpha-cellulose for the manufacture of artifi- 
cial fibres, cellophane, and extra strong cords for inner- 
tubes. This will raise the country’s total pulp production 
capacity to some 100,000 tons, which will mean that the 
entire domestic demand for pulp can shortly be satisfied. 
Projects for the establishment of newsprint mills to re- 
place imports have also reached an advanced stage.® One 
of these plants, located in Uruapan, will have an annual 
capacity of 40,000 tons; the other at Tuxtepec, will 
produce 32,000 tons yearly. 


The principal pulp and paper mill in Peru is installing 
new machinery which will enable it to expand its present 
capacity—20,000 tons of paper annually—by 50 per cent. 
This larger output will be achieved by means of a new 
procedure thanks to which the cooking time for sugar- 
cane bagasse can be considerably reduced. 


The above undertakings account for 22 per cent of 
the region’s current newsprint consumption and 18 per 
cent of its requirements of other grades of paper and 
board. These percentages are calculated by comparing 
output prospects with the figures for consumption. (See 


table 56.) 


8 Mexico’s imports of newsprint amounted to 45,857 tons in 1955. 


Table 55. Latin America: Production of pulp, paper and board 


(Tons) 
Teas tesa ca ia ie Loree 
1954 
Latin America ..... 68,661 169,507 57,782 613,1352 178,7018 874,418 
ENREONTURT 55055 one 12,976 39,717 18,466 160,248 67,340 246,054 
Brazil i. cc eich 11,500» 52,000¢ 26,961 254,325 33,162 314,448 
Chilewiri. serrntes ns 18,652 3,369 12,355 37,265 2,368 51,988 
INlexi comer 25,533 59,121 — 146,500 65,600 212,100 
eruls cere tar oles ‘sees -— 12,0004 — 14,797 10,231 25,028 
Uruguay eee cee ; — 3,300 — — —— 24,800 
1955 
i 6 
Latin America .... 71,845 187,909 55,962 668,1532 190,7718 941,38 
Argentina® ....... 17,000 40,700 18,500 170,000 75,000 263,500 
Braziloncmser sacra 11,000» 62,000¢ 26,000 269,000 35,000 330,000 
Ghiloteec we cee ee 17,845 2,207 11,462 40,501 1,653 53,616 
Mexiconmecceee eee 26,0004 67,102 — 171,698 69,733 241,431 
GLU stasis ciciote skerare os 12,6004 — 16,954 9,385 26,339 
Uruguay... Bor — 3,300 —_— oe s 26,500 


Sources: Statistical Yearbook, 1955. Argentina: Asociacién de Fabricantes de Papel de Argentina; Brazil: Sindi- 


cata_da Industria de Papel; 
@ Excluding Uruguay. 
> Figures for 19 enterprises. 
¢ Figures for 13 of the 14 enterprises in the country. 
d Estimate. 
© Seven to ten months’ estimates. 


Table 56. Latin America: Paper and board 
consumption, 1954-55 


(Thousands of tons) 


oO 


Paper and board 


consumption 

Other paper Per 
and capita 

Newsprint board Total (kgs) 
(NPR TMOED ~ 3 5 5O BOS RoC on o 71 225 296 15.8 
Brazile ogate. coe ce 167 302 469 8.2 
(Chiletaprrey cast ck cee. ke 22 40 62 9.6 
IMexicolmertiomis- thet te 61 239 300 10.4 
RETU MEE ee 12 30 42 4.6 
Uruguay see 22 29 51 20.4 
Other countries ......... 92 189 281 5.9 
Latin America, Total 1954 447 1,054 1,501 8.8 
Latin America, Total 1955 527 1,184 1,711 9.8 


Source: Newsprint Association of Canada, 
Montreal, Canada, November 1955. Published 
information and foreign trade Yearbooks. 


Newsprint Data, 
statistics, direct 


6. CHEMICAL AND PHARMACEUTICAL PRODUCTS 


The primary chemical industry in Latin America has 
not developed at the same rate as other sectors. The 
main obstacle to its progress has probably been the 
reduced size of domestic markets, which, since current 
levels of consumption are low, fail to justify the manu- 
facture of a number of its products. Moreover, certain 
features of the chemical industry, which are less pro- 
nounced in the case of other sectors, in the last resort 
necessitate substantial capital resources. Among such 
features are the following: (a) the high investment re- 
quired for the plants; (b) the need to devote funds to 
research, generally to a greater extent than is required 
by any other industry; (c) the rapidity with which prod- 


Chile, Mexico, Peru and Uruguay; 


direct information from the producing companies. 


ucts and their methods of manufacture change; and 
the relatively large percentage of out-of-date equipm 
which calls for constant modification or renewal, 


In its 
industry produces articles for 
pharmaceutical products, 
fairly high level of self-sufficiency has been attained 
these items and the saturation point is even being 
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present form, most of Latin America’s chemical 
direct consumption: 
paint, soap, matches, etc. Al 


ent. 


/ 


for 
ap- 


proached in some branches.® As a result, the small incre- 


ments in production are 
increases in demand. The 
intermediate products, which 

in the growth of this sector, is 
as yet. 


Many contrasts were to be 


mainly the result of vegetative 
industry for raw materials and 
should play a basic role 


of very little significance 


observed in the sphere of 


chemicals during 1955. On the one hand, production 


showed a certain stagnation! 
projects were prepared and in 


and, on the other, major 
many cases carried out. 


Of particular interest is Brazilian investment in plastics— 
polystyrene, phenolic and vinylic resins—a sector where 
output is expected to reach 37,000 tons in 1957-58. Petro- 
chemicals constitute another basic industry whose instal- 
lation was agreed upon, begun or continued in several 


countries. Brazil, Colombia, 


Peru and Venezuela will 


shortly have synthetic ammonia plants, with a combined 


9In Brazil, for instance, penicillin production far exceeded 
mand; strenuous competition among th 
1955, and, to prevent it from intensifying, 


de- 


e manufacturers began in 


antibiotics, particularly 
reduction of almost 10 
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acity of 300 tons daily. They will use natural gas 

the gases obtained from petroleum refining. Almost 
their output will be used to produce nitrogenous 
tilizers. Latin America’s present production of these 
jthetic fertilizers will thus be increased sixfold.1? Even 
jugh Chilean exports to the above countries amount 
ly to some 90,000 tons, these forecasts once again 
afirm that the fundamental problem of natural nitrate 
one of prices rather than markets; they explain the 
ficulties of the nitrate industry in face of the competi- 
in from synthetic fertilizers. 


t is unnecessary to emphasize the importance of these 
installations for higher agricultural productivity, 
ce, despite the increase recorded in the use of nitro- 
ous fertilizers over the last few years,’* the average 
Insumption figure per hectare for the region (1.7 
ogrammes in 1954) falls far short of crop needs and 
much lower than in highly-developed countries. 


jApart from fertilizer production, these plants will place 
bir surpluses of ammonia and nitric acid on the market 
ld this will serve as an incentive to the creation of 
er industries. A Peruvian enterprise, for instance, 
th the technical and financial assistance of French 
pital, is to manufacture explosives. 


Expansions also took place in the field of other in- 
ganic chemicals, particularly in alkalis’? and sulphuric 
tid. Statistics for total output in 1955 are given in 
ible 57. 


lable 57. Latin America: Production of fertilizers, 
sulphuric acid and caustic soda, 1955 


(Tons) 

Nitrogeneous Phosphatic Sulphuric Caustic 
puntry fertilizers @ fertilizersb acid soda 
rgentina ec ae 5,000 100,000 21,600 
EAS 1,000 17,000 121,000 won 

. oA 250,900 16,000 27,000 4,000 
olombia ..... Be 300 10,000 11,500 
OS 9,600 49,000 — 

MEACO. as s+ 13,556 14,600 124,306 21,363 
MEIN on sions ees 41,5004 27,7004 14,763 1,330 

Jruguay ..... Str 4,700 8,300 ox 


Source: Official statistics and direct information from producers. 
a Expressed in tons of nitrogen. 

b Expressed in tons of phosphoric acid. ; 
eFigures are excluded because the information received is 
ontradictory. Production capacity is estimated at 30,000 tons 
nnually. 

4 Guano. 


7, RUBBER MANUFACTURES 


By contrast with the chemical industry, the manu- 
facture of rubber articles is among the activities where 


11 Aggregate output will represent the equivalent of 600,000 
rons of natural nitrate. 

12 See table 79 in the Economic Survey of Latin America, 1954, 
op. cit., where consumption figures should be in kilogrammes per 
100 hectares and not per hectare as indicated there. 

18 Of particular importance is the expansion being carried out 
by the Planta Colombiana de Soda, which, after four years of 
operation, has been obliged to increase output by 50 per cent to 
meet the growing demand for soda ash. 
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growth has been most marked during the last few years. 
Between 1950 and 1955 the index for seven Latin 
American countries, representing together over 90 per 
cent of this sector’s output in the region, showed an 
average annual increment of 10.5 per cent, a rate of 
growth only comparable to that of the steel industry. 
Although the upswing was apparent in all the countries, 
it was especially spectacular in Venezuela, where the ex- 
ceptional average annual rate of 31 per cent was recorded 
for these years. (See table 58.) 


Table 58. Latin America: Production indices for 
rubber manufactures 


(1950 = 100) 

1951 1952 1953 1954 1955 
[atin America, cheese ses ses 126 131 132 149 164 
ATSERUDA + .tas. «dhe es oe se 143 147 121 150 ii 
Braille, 23% bla sscels oc ols, eotareles 114 123 139 138 153 
GHile-saeee derek costes see piveett sc 95 148 128 iva 131 
Colombia arsqsk eaten ae sec 95 130 169 ane 0 
IVS xiCorme chest wastes sities 127 118 115 130 141 
Pex ts rertel clave Cikeeteicroiiorste 125 143 148 148 joe 
Wenezuclary iis lnece ans slave eres 125 153 214 360 379 


Source: Published data and statistics. 


When the expansion of rubber manufactures is an- 
alysed, a distinction must be drawn between the so-called 
“heavy rubber industry”, comprising tyre production, 
and the “light rubber industry”, which includes all other 
manufactures. Tyre output made the major contribution 
to the increment recorded for the whole sector; produc- 
tion of other rubber goods, although it increased, devel- 
oped at a much slower rate, perhaps because of competi- 
tion from plastics, which are replacing some rubber 
articles. 


Some 5.5 million tyres (see table 59) were manufac- 
tured in 1955, that is, 8 per cent more than in the pre- 


Table 59. Latin America: Production of tyres and 
inner-tubes for motor vehicles 


(Thousands of units) 


1954 1953 
; Inner- Inner- 
Tyres tubes Tyres tubes 
Latin America ....... 5,102 2,5692 5,504 2,3578 
Argentina .......-.+- 969 seats 1,170 Hes 
tira’ 6 22 enpucado Gar 2,054 1,274 DAW es) 1,195 
Ciilepeacmepat = ceito 191 169 146 134 
‘Gityrdniee “Aeoecodads 315 AGG 313 BS 
(Ailey nose, pduORmOmmeS 102 46 101 47 
iM iSatin. ~Sabsnssaotoor 823 572 893 510 
Perit pacaaactec sca wis'ais lei 101 139 98 
Uruguay ....+-..-.- 139 63 149 68 
Wienezile damn onde cols ois 372 344 4.20> 305> 


ne 

Source: Argentina: Asociacién de Fabricantes de Productos de 
Caucho; Brazil: Comisséo Executiva de Defesa da Borracha; 
Mexico: Direccién General de Estadistica; Venezuela: Direccion 
General de Estadistica; Colombia, Chile, Peru and Uruguay: in- 
formation given by producers. 

a Excluding Argentina and Colombia. 

b Estimate based on data for 11 months. 
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vious year. This greater output was obtained almost 
entirely through improved utilization of productive capa- 
city, since the new factory in Venezuela entered operation 
only at the end of 1955, and other expansions carried 
out during the year will not be reflected in production 
until 1956.14 


8. CEMENT, GLASS AND CERAMIC PRODUCTS 


This sector includes the production of cement, glass, 
ceramics, bricks, tiles and other items made of clay; 
most of them are connected with building activities. 
Because these are basic materials for development, with 
a large volume per unit of price and relatively easy to 
manufacture, this sector has depended relatively little 
upon imports. The indices thus show a fairly sharp rise 
in recent years, although the extraordinary rate achieved 
in 1954 appears to have abated somewhat in 1955. (See 
table 60.) The decline was caused by reduced building 
activity in Brazil, Chile and Uruguay, and the fact that 
cement output in Venezuela—the largest branch within 
the sector in that country—remained constant in rela- 
tion to 1954, since the rapid expansion of the past five 
years led the supply in 1955 to exceed the demand. In 
Argentina, Mexico and, in particular, Peru, production 
moved upwards, in the last case because of intensive 
building activity. 


Cement and glass are both outstanding branches with- 
in the sector; together they represent from 40 to 70 per 
cent of the total, depending on the country concerned. 


The cement industry continued to grow. Production 
exceeded 11.6 million tons, which represented an incre- 


14In 1955, Argentina bought more equipment in order to pro- 
duce tyres for tractors, while Chile began to install new ma- 
chinery which will provide a 20 per cent increase in present output. 


Table 61. Latin America: Production and consumption of cement 
(Thousands of tons) 


eS 


19548 1955 
Consumption Consumption 
Per Fer 
Production Total “1 Ly Production Total 7; a] 

LatopsAmentCducenn caer eae ree 10,522 11,610 73 11,645 12,664 79 
Argentinaw.seeh..), cae na. ae 1,671 1,944 104 1,823 2,042 107 
Bolivia grax dash weonaekeent oe 33 37 12 37 39 12 
Brazil Saasetrat sce cr ece ee 2,419 2,756 48 2,630 2,970 51 
Central America and Panama...... 221 314 32 244 361 36 
CHIC 2 accra eee ee 775 id 121 801 801 118 
Colombia \s, cca: Sete eee 962 956 (Hs 1,047 1,034 82 
Cubawies.\iter aes ee ce ee 420 603 99 489 691 108 
Dominican Republic .............. 160 160 68 234 234 97 
HCUadOns toc... cee ee. ee 95 113 32 146 162 44 
Haitig acter sec octr comers rine — 28 8 25 36 10 
Mexico car scntietea ken eee 1,766 1,768 61 2,086 2,037 69 
PAvaguiay 5c am stuie Soret ee 7 11 7 Gj 1 7 
Bern, ia ccscneeme na ccns scr e 485 515 56 546 576 61 
Uruguay aes.eetan ee ee 295 387 151 296 412 159 
Venénicla "cers eee eee 1,213 1,241 221 1,234 1,258 218 


Sources: Official statistics, 
of Argentina. 


“The figures for 1954 have been revised and replace those published in table 74 of the Economic Survey of Latin. 


America, 1954, op. cit. 


direct information and data published by the Portland Cement Manufacturers Association 
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Table 60. Latin America: Production indices 
cement, glass and ceramic products 


(1950 = 100) 

1951 1952 1953-1954 
Latin “Americay. ocean eeeeeee 106 107 117 131 
Argentina ©... ones nett cee 9G 89 86 93 
Brazilayaccsescuce soccer 115 123 147 156 
Chile i sece cere e nt eee 110 120 113 114 
Colombia ta.cs cen cee 94 111 129 ost 
Mexicod i t.eeee saeco ere 115 111 123 131 
Perla cascteccomce Menten 145 180 223 275 
Uruguaye™ cee eee 100 95 97 97 
Venezuela “i, faeces eae 113 141 162 242 


Source: Published statistics and data. 
a Seven months. 

b Eight months. 

¢Ten months. 

4 Cement and glass only. 

© Cement only. 


4 

ment of 10.7 per cent in relation to 1954. (See table 61! 
Except Uruguay and Venezuela, where very slight in 
creases took place, and in Paraguay, where the level « 
the preceding year was maintained, all the other coum 
tries raised their output in 1955, ranging from 3 per ce 
in Chile to 54 per cent in Ecuador. | 

. 


In Brazil, which is the largest producer in Latin Amex 
ica, the cement industry expanded rapidly.15 Output ros 
by 9 per cent above the 1954 level and, although a cex 
tain equilibrium with demand became apparent durin 


/ 

15 The Brazilian cement industry included 18 factories in a 
distributed over 10 states; they employed over 9,000 persons, ir 
cluding office staff, and had 36 kilns in production and 6 unde 
construction or planned. Another 6 plants were being erected, witi 
8 kilns in all, which should enter production in 1956. Capacityt 
which stood at 3.03 million tons in 1954, appears to have reache 
4.49 millions in 1955. 
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last months of the year, this industry is still felt to 
vide an interesting field for fresh investment. Mexico 
Asolidated its position as the second Latin American 
ducer, leaving Argentina, which had followed it 
isely until 1954, well behind. Although the volume of 
pduction rose by 18 per cent, some disparity still 
isted in Mexico between productive capacity and effec- 
e output; in 1955 output represented 79 per cent of 
pacity. In Argentina, the production increment stood 
19 per cent, and, although 219,000 tons was imported 
1955, it is thought that no shipments from abroad 
be required in 1956, In Colombia and Peru the 
reases amounted to 8 and 13 per cent respectively. By 
ntrast, Venezuela’s production, which had almost 
dled between 1950 and 1954, remained in 1955 at 
actically the same levels as the previous year, because 
ibply entirely covered demand. 


Latin America’s cement consumption in 1955 was esti- 
ated at 12.8 million tons, or some 73 kilogrammes per 
ita. This figure is small when compared with 400 kilo- 
iammes in the Benelux countries, 344 in Western Ger- 
any and 229 in the United Kingdom. It indicates that, 
spite the considerable growth in recent years, there is 
il a very broad margin for expansion in this industry. 


he glass industry is composed of some large factories 
jd a great number of artisan-type establishments; the 
jter encounter serious economic difficulties for the sale 
| their marginal production on the markets of most 

tries and cannot compete with the big factories, 

ipped as they are with automatic machinery to pro- 
tce phials and containers, bottles, laboratory equip- 
ent, glass tubes, light bulbs for incandescent lamps and 
fte glass. Only artisan production of some artistic 
brit can evade competition from the machine and thus 
stify its existence. Most of the modern factories have 
lcular expansion programmes and their growing output 
is a considerable influence on the indices shown in 
ble 60. 


It is in plate-glass manufacture that concentration is 
lost intensive. Because it has a high capital density and 
in operate economically only when a very large market 
javailable, this type of industry cannot exist in all the 
untries of the region, and where it does, the number 
t establishments is very limited. Table 62 shows pro- 
ction of plate glass in selected countries. 
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Table 62. Latin America: Production of plate glass 


(Thousands of square metres) 


TATE CUEMA Oa gues See eens eae Meet Oe re eat Ee 2,5642 
DIAZ Oe ee « Som ayele Sea cot Mec ee 2,718» 
Chile Mets. wees) we aale aera eer ene 986¢ 
IMGXICO: Vitee's tyes ,0 ens cies ee ere a ee 1,0214 
USUSUAY Scamp pine cach ae ce ee Eee 5454 


Source: Information provided by manufacturers. 
a 1954. 

b State of Sao Paulo in 1950 only. 

¢ 1953. 

4 1955. 


9. IRON AND STEEL 


Latin America’s steel-making production showed in- 
crements of 3.5 per cent for pig-iron; 6.4 per cent for 
steel ingot and 10.2 per cent for rolled products. (See 
table 63.) The relatively slow rate of growth of pig-iron 
production was the result of stagnation in Brazil and 
lower output in Chile. Brazil’s production has practically 
reached maximum capacity and it appears probable that 
there will be no sizeable increase until the new steel- 
making furnaces enter production and the expansion 
programmes for present mills are completed. As for 
Chile, the relining of the Huachipato blast furnace and a 
17-day strike prevented output from exceeding that of 
1954. 


The increment in Argentina may be attributed to the 
greater availability of imported raw materials (billet), 
which permitted a far greater use of installed capacity. 
In Mexico, the substantial rise in production was largely 
due to the considerable increase in rolled products, to 
the more regular operation at the new mills begun in 
1954 and to the entry into production of others in 1955. 
Annual steel-making capacity thus exceeded one million 
tons, that is, it increased by 108.2 per cent in relation to 


1950. 


Production at the Paz del Rio steel mill in Colombia 
gradually became normal, after the initial contingencies 
common to new undertakings. By April 1955, monthly 
production of ingot had risen from 500 to 4,000 tons and 
the mill is expected to be operating at full capacity very 
shortly. 


Table 63. Latin America: Production of pig-iron, steel ingot and rolled products 
| (Thousands of tons) 


1954 


iron Ingot 

Eatin America 22>. 1,687 Peat 

Argentina ...0+.+.+.- 4] 168 
| Brazile Forcridis «bt: Se 1,089 1,148 
| Chiles’ reas. mews 305 350 
Golombiaee ss ce —a =a 
| MEXICOME cee cheat ss 252 591 
| {Uetr3 10) aamsoriewnicm rice 


Rolled Pig- Rolled 
products iron Ingot products 
2,282 Lipo 2,423 2,591 
539 ae 180 667 
971 1,070 1,156 1,029 
244 256 319 240 
a 99 ike 35 
503 328 691 586 
26 sas Bats 32 


ccc nn EEE 

Sources: Argentina: Centros Industriales Siderurgicos y Centros Laminadores Industriales Meta- 
lurgicos Argentinos; Brazil: Servico de Estadistica da Producao, Ministerio de Agricultura ; Co- 
lombia: Empresa Siderirgica Nacional; Chile: Compafifa de Acero del Pacifico; México: Banco 


de México, S.A. and Mexican steel mills; Uruguay: producing mills. 


a Although inaugurated in October 1954, the Paz del Rio steel mill actually entered production 


early in 1955. 
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Latin America’s steel industry also registered major 
changes in the quality and diversity of its products. Of 
special significance is the development of the alloy steels 
required by the transforming industry. Brazil made the 
greatest progress in this field, not only as to the types 
of rolled products, but also in forgings and castings, 
using high and low alloys.1® 


Broadly speaking, the level of steel consumption re- 
mained above production, but no shortage existed, since 
any deficit was met by imports, which in some countries 
even exceeded the demand. This was so in Brazil, where, 
despite growing domestic output, 322,000 tons of steel 
were imported in 1954, or 100,000 tons more than the 
average for previous years. Another 200,000 tons were 
imported during the first six months of 1955. These large 
shipments affected domestic production and, for the first 
time in its history, Volta Redonda closed the year with 
accumulated stocks.’ Also for the first time, Brazil began 
to export steel products to industrialized countries. Dur- 
ing 1955, some 20,000 tons of pig-iron were shipped to 
the United Kingdom and at the beginning of 1956 prepa- 
rations were being made to send a similar tonnage to the 
United States. 


Latin American plans for the development of steel 
making have proceeded. Work continued on the San Ni- 
colas expansion projects in Argentina.18 The Companhia 
Siderurgica Nacional of Brazil was granted a loan of 
35 million dollars to help in the enlargement of the third 
blast furnace at Volta Redonda and to purchase the 
equipment required to complete the original plan for 
attaining a million tons of rolled products annually.!® 
Meanwhile other enterprises continued the building of 
further installations, especially in Sao Paulo and Minas 
Gerais, aimed at creating productive capacity in good 
time to meet future short-term demand, mainly from the 
motor vehicle industry.? One of the important projects 
on the verge of implementation is the new integrated steel 
mill to be located at Santos, on the coast of the State of 
Sao Paulo. Its initial capacity will be slightly over 
200,000 tons of broad sheet yearly; it will later rise to 
600,000 tons, when projected expansions have been 
made.”! This mill will be outstanding both because it is 
the first of its kind to be located on the coast and because 
the production programme includes a predominance of 
products utilized by domestic transforming industries, all 
of which were formerly imported. Expansion proceeded 
actively in Mexico, particularly in the centres of Mon- 
clova and Monterrey, where additions to existing capacity 
will comprise a cold rolling mill of 56,000 tons, a semi- 
continuous combination rolling mill of 120,000 tons, 
three electric furnaces for 245,000 tons and an electro- 


16 When special steels are taken to include such items as rolled 
products for machinery and tools, sheet for motors and trans- 
formers and spring steel, Brazil’s consumption in 1955 was about 
80,000 tons, of which 60 per cent was supplied by domestic pro- 
duction. 

17 The only item in short supply was that of heavy bars, which 
are not yet produced in Brazil. 

18 major step towards the accomplishment of this project 
was the approval of a loan of 60 million dollars, early in 1956. 

19 This development will right the balance between Volta Re- 
donda’s production of pig-iron and of rolled products. 

20 The annual manufacture of 50,000 medium-sized lorries will 
alone represent an additional consumption of 20,000 tons of spe- 
cial steels, or some 40 per cent of the output registered in 1955. 

21 The Brazilian authorities have announced a target of 2 million 
tons of ingot by 1960. 
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lytic installation for 45,000 tons a year of tinplate, h 
will permit a 50 per cent saving in tin consumption, | 
installation of the Chimbote rolling mills in Peru y 
practically completed, and the first consignments 
ported billet were expected to arrive early in 19 
that the rolling mills will be able to operate while 
two electric furnaces for steel ingot are being asse 
Venezuela, in turn, signed a contract with an Italian 
for the establishment of a steel mill at Puerto Ordaz 
will have an annual capacity of 150,000 tons of ingot ; 
the date of completion has been fixed for the end of 19: 
All these new undertakings, together with the efforts 
some countries to diversify their steel production, 
clear indications that Latin America i3 entering upo 
stage of definite expansion in this important 
industry. 


10. TRANSFORMING INDUSTRY FOR IRON AND OTHER META 
a 
This is one of the sectors which most strongly i 
fluence the dynamics of a country’s economic develo 
ment, because it comprises the mechanical and metalk 
gical industries manufacturing equipment for agri 
ture, industry, mining, transport and energy, all of whi 
are essential for increasing production and raisi 
productivity. 


Among the countries where this sector has develop 
rapidly during recent years is Brazil. Domestic produ 
tion has already replaced almost all imports of durak 
consumer goods**—metal furniture, electrical househo 
appliances, radiotelephone equipment, etc.—and the pre 
ent aim is to produce building equipment for heavy i 
dustry.?3 For this purpose, the Associac4o Brasileira pa 
o Desenvolvimento de Industria de Base has been create 
Through its members—the principal Brazilian enterpris 
in this field—the Association has begun to lend its s¢ 
vices to the petroleum industry** and the heavy chemic 
industry.*> The establishment in Brazil of two importa 
European enterprises will considerably accelerate activi 
in these branches of the heavy mechanical industry. 


The manufacture of parts or spares for motor vehiel 
has developed rapidly in Brazil and some exports a 
now being made. For some two years, Brazilian indust 
has supplied 30 per cent of the weight of all vehicles; 


*2In certain branches, such as the manufacture of table a 
wall clocks, productive capacity exceeds consumer needs and t 
industry is currently facing certain difficulties which it is tryi 
to alleviate or overcome through exports. It is also estimated tl 
the present rate of production of sewing machines—156,000 un 
in 1954 and 224,000 in 1955—will within two years exceed dom 
tic market requirements and that an export policy must 
planned immediately. 

23 The industry manufacturing machinery and equipment h 
idle productive capacity between 1946 and 1953 because it cot 
not compete with imports, which enjoyed preferential treatme 
Since 1954, as a result of import difficulties, this branch has d 
played great activity. Moreover, since imported machine tools we 
relatively cheap in terms of cruzeiros, mechanical and metallur 
cal undertakings tended to add equipment to their installatio: 
without considering how intensively it could be utilized. T] 
situation has now changed, and because of the high cost of n 
chinery, the companies are attempting to make the best possil 
use of their productive capacity. 

ve Some 60 per cent of the equipment for the Mataripe refine 
which will have a capacity of 35,000 barrels a day, is to be +S) 
duced domestically. , 

25 All the equipment and materials for a freon gas factory n 
being installed have been produced in Brazil. 


pter IV. Industry 


in enterprises this figure amounts to 36 per cent 
it is hoped to exceed 48 per cent in 1956. There is 
indication that by 1959 domestic industry will pro- 
88 per cent of the weight of the motor vehicles re- 
ed by the country at that time. The remaining 12 per 
, consisting of more complicated machinery, will still 
mported. In 1955, several large enterprises planned 
stall or expand their factories, and are only awaiting 
urable official decisions as regards import policy. 


reat activity in this sector was also recorded else- 
re, although the rate of development was not so 
d as in Brazil. Agreement was reached in Argentina 
een the State, local entrepreneurs and a United 
es company for the manufacture of motor vehicles. 
factory is being built at Cordoba and the installation 
k is fairly well advanced. Moreover there are plans to 
ufacture agricultural implements, electric motors for 
ous uses, stationary diesel engines, pistons and piston 
s, office machines, etc., which will increase and di- 
ify the present output of Argentina’s mechanical 
stry. In Mexico, the production and assembly of 
pment, machinery, motors and vehicles, has received 
ng encouragement since 1954, when the exchange 
was modified. The higher tariffs on some units pro- 


69 


duced and assembled abroad, as well as the increase in 
their prices in terms of national currency, have reduced 
imports, shifting demand to domestic products at the new 
market prices. This incentive has affected iron and steel 
production and major changes have thus come about in 
the volume, the quality and the diversity of the materials 
required by the mechanical industry. A measure of the 
considerable development in several branches of the sec- 
tor which also took place in Chile is the inability of the 
Huachipato mill to meet simultaneously both domestic 
requirements*® and external commitments, which are 
now fairly small, Progress was particularly marked in the 
output of electrical household appliances, which is now 
satisfying a high proportion of consumer demand. A very 
significant step—which may be considered as the major 
event in Chilean industry during 1955—was the estab- 
lishment of the first large factory for agricultural ma- 
chinery. The results of these efforts on the part of pri- 
vate domestic capital and of foreign capital and tech- 
niques will very soon be apparent in the yields and 
productivity of Chile’s agricultural sector. 


26 The domestic Chilean market for certain steel products fluc- 
tuates considerably, so that delivery dates cannot always be punc- 
tually met by the producing company. 


Chapter V 
MINING 


1. RECENT EVENTS AND TRENDS 


During 1955 the major mineral industries in Latin 
America continued, broadly speaking, to follow the 
trends which had been established in previous years.1 
Although production remains predominantly for export, 
the very low percentage of output which is consumed 
within the region has shown a persistent tendency to 
rise. Nevertheless, the proportion is so small that Latin 
America’s mining industry continues to be mainly de- 
pendent upon demand in markets outside the region. The 
prices of a number of the major minerals are subject to 
short-term fluctuations and in few other productive sec- 
tors do price variations have a more effective and rapid 
influence. The price problem cannot therefore be di- 
vorced from any consideration of the mining situation in 
the region. 


Regional production of tin dropped for the third suc- 
cessive year. The future of the tin mining industry in 
Latin America was complicated by the following uncer- 
tainties: (a) the policy of the United States Government 
with regard to the Longhorn (Texas) smelter, which re- 
mained in operation throughout 1955; (b) the future 
stockpile needs of the United States Government; (c) the 
International Tin Agreement, which has now been rati- 
fied by a sufficient number of governments and will prob- 
ably become effective during 1956; (d) the extent to 
which the level of world economic activity during 1955 
will be maintained. 


Production of copper, lead and zinc continued to rise 
as a result of unprecedented peacetime demand by con- 
sumers in Europe and the United States. Output of zinc 
in Latin America surpassed the peak achieved in 1954 by 
about 16 per cent. Regional production of copper in- 
creased by more than 12 per cent, exceeding the post-war 
record set in 1952, even though work stoppages due to 
labour disputes kept production from rising to capacity 
levels during several weeks of the year. New investment 
in copper mining and ore-dressing plants in Latin Amer- 
ica and elsewhere should result in an annual expansion 
of output for the next eight or nine years. 


The relation between the Latin American production 
of iron ore, bauxite and sulphur, and world levels of 
industrial activity is more complex. Exploitation of Latin 
American deposits of these minerals results from long- 
range development programmes on the part of the major 
consumers. Plans for utilizing Venezuelan iron ore, for 
example, were developed by integrated steel producers 
before the Second World War. Expansion programmes 
for bauxite and sulphur production facilities have been 
planned and executed in a similar manner and they 
would probably have been put into effect regardless of 
business-cycle conditions. As the use of these commodi- 


1See Chapter VI, Energy, 


for a discussion of coal and petro- 
leum. 
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ties is determined largely by technical consideration 
Latin American production of bauxite and iron ore wa 
not noticeably affected by the mild recession in th 
United States during 1953-54. 


2. COPPER in 


During 1955, the favourable influence of the busine 
cycle was nowhere more apparent than in the world cop 
per market. This was not abnormal, since more than haj 
of the copper in highly-industrialized countries is usé 
for construction, electrical and communications equifi 
ment, machine tools and other heavy industrial comp ; 
nents, whose output plays a leading role in economr 
cycles. During 1954 and 1955, industrial production i 
both Western Europe and the United States registere 
one of the most rapid peace-time advances in historyj 
The impact of these events can be observed in figure / 
which shows the world consumption of copper by area 
since 1947. A relatively large rise was registered — 
Europe during 1954 and in North America during 1959 


A second factor affecting the copper market since mic 
1954 has been the large consumption increase in 
under-developed nations of the world, and especially i 
the centrally-planned economies of Europe and Asia 
Consumption in the latter group of countries, excludin 
their domestic output, has taken the following forms 
(a) direct shipments of refined and unrefined coppe 
from producers and re-exports from other countries 
(6) imports of fabricated copper products and of mz 
eee and equipment containing copper and coppe 
alloys. 


. 


A partial measure of the increase in these latter cate 
gories during 1954 and 1955 is provided by the data ii 
table 64. It should be emphasized that these statistics arh 
limited to exports from Western Europe of refined ane 
unrefined copper in bars and of simple fabricated prody 
ucts (uninsulated wire and cable, rods, pipe, etc.). Na 
estimates are made of the volume of copper incorporateé 
in electrical equipment and other manufactured product 
exported to the centrally-planned economies. 


The movements of copper prices and production ove# 
the past five years are shown in figure XI. Noticeabl 
increments in world production occurred in 1952 ang 
1955, the years when prices also increased, It is apparen 


2In Western Europe, “the 10 per cent increase in industrial 
production between 1953 and 1954 was practically repeated b 
tween 1954 and 1955”. See the Economic Survey of Europe im 
1955, United Nations publication, Sales No.: 1956.1LE.2, p. i 
A seasonally adjusted index of industrial production for the Unite¢ 
States stood at 144 in December 1955, as compared with 130 <¢ 
year earlier and 123 in July 1954 (1947-49 — 100). 
_ 3 London commercial circles estimate that total copper imports 
into the Soviet Union during 1955 stood around 100,000 tons. It is 
apparent from table 64 that this relatively large figure has bee 
attained since the middle of 1954, 
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Figure XI 
) COPPER CONSUMPTION BY REGIONS LATIN AMERICA: C 
’ : COPPER PRICES AND 
1947-55 PRODUCTION, 1951-55 
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Table 64. Copper exports and re-exports to the centrally planned economies, 
by type of product and country, 1953-55 


(Tons) 
1953 1954 ; 1955 
Six- 
month Jan.- July- Jan.- July- 
average June Dec. June Dec. 
I. Copper in bars 
Belgium-Luxembourg ........ 85 160 2,260 2,499 
Lira vats PP See pe 2 anes ects ee —_ 2,009 2,003 1,468 
Netherlands. so.5-¢ ssisiers ches 2 60 d6 — — ue iy! 1,328 
SS WeCleMe aeran chaste’ csi.) cae S,o's'6 4 i} 2 210 
Witted Kms doin eve.s oe acavats 16 2,487 1,058 7,300 7,210 
Western Germany ............ 145 46 1,833 2,907 
TotaL 2,721 3,274 14,549 15,622 
Il. Simple fabricated products from 
the United Kingdom® 
To Hong Kong (average)...... 998 975 975 680 680 
To “other countries” (average) 1,318 5,329 5,329 14,514 14,514 


Sources: United Nations, Commodity Trade Statistics (Quarterly); Board of Trade, London, 
Accounts relating to Trade and Navigation of the United Kingdom. 

a Fabricated products (group 682 of the Standard International Trade Classification), excluding 
forgings and castings. 


the difference between prices in London and New (especially the United Kingdom). However, demand in- 
k, which had diminished during 1954, widened dur- creased steadily in the United States, partly because con- 
the first quarter of 1955. This had the effect of di- sumers required to replace inventories which had been 
ing a high proportion of Latin American exports reduced during 1954, Copper producers responded dur- 


ing 1955 from the United States to European markets ing the first quarter of 1955 by raising the price of the 
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metal sold on the New York market to 36 dollar cents 
per pound. 


The shortage was aggravated by prolonged strikes at 
plants and mines in Northern Rhodesia, Chile and the 
United States, which reduced the supply of copper by 


approximately 131,000 tons. For the greater part of the 


year, the United States Department of Commerce im- 
posed export quotas on copper and copper-base alloy 
scrap, wire, cable and refined copper. In the United 
Kingdom, 66,000 tons of primary copper were released 
from stockpiles to relieve the shortage. Between 16 Octo- 
ber 1954 and 30 September 1955, more than 65,000 tons 
had been diverted from the United States strategic stock- 
pile or released from other inventories accumulated by 
the Government of that country. A new equilibrium was 
finally sought in September 1955 at 43 dollar cents.* At 
this price, the demand for copper continued at a high 
level into 1956. 


The two-cent tariff on copper in the United States, 
which had been negotiated with the other contracting 
parties to GATT in 1947, had been suspended until 


Table 65. Latin America: Mine production and consumption of copper, 1951-55 
(Thousands of tons) 


1951 1952 1953 1954 1955 
World production wm. r tetra 2,634.7 2,745.4 2,786.6 2,807.8 3,0172 
Latin American production....... 492.5 516.4 481.7 476.6 536.1 
S Bolivial Sa cesincons mates tee 4.8 4.7 4.5 Sv 3.5¢ 
ah Chile eet atec.. brtoiels brs note hea eee 380.7 408.6 363.1 363.6 418.54 
Gulba: Sempene ete sras Bete eys deslic ce stele: ctevs 19.5 17.3 15.4 15.2 17.6¢ 
WGKICOM sqapncrtee astra anne oe ees 59.2 55.4 63.3 56.4 54.6¢ 
POLuti gd pesteaessist ties Crapetete eieperarevace: oroyatete B20 30.4 35.4 Olen 41.98 
World consumption ............. 2,840.3 2,927.1 2,833.4 3,090.6 Sits 
Latin American consumption...... 100.6 5oek: 55.7 85.7 


Source: Yearbook of the American Bureau of Metal Statistics, 1954, unless otherwise indicated. 
a Estimated by the British Non-Ferrous Metals Research Association. 


b Export tonnages. 


€ Direct information from the Banco Central de Bolivia. 
4 Direct information from the Ministerio de Mineria, Chile; includes 14,134 tons of blister copper 
produced at the Paipote Smelter. Output of the small and medium mining companies not taken to 


Paipote is also estimated. 


e Estimated on the bases of exports to the United States. 
f Direct information from the Direccién General de Minas y Petréleos, Mexico. 
& Direct information from the Sociedad Nacional de Mineria y Petréleos, Peru. 


The world’s capacity for copper production is also 
rising rapidly. Table 66 shows the copper output in 1955 
of the mines which have expansion programmes in prog- 
ress and indicates how their annual capacities and those 
of new properties scheduled to enter operation are ex- 
pected to rise during the period ending in 1958. These 
estimates were made on the basis of announced expan- 
sion plans. Other projects may be forthcoming if demand 
for copper continues at its present high level. It is esti- 
mated that world capacity will exceed 2.9 million tons in 
1958, apart from the capacity of the centrally-planned 
economies. (See table 66.) 


The slight decline in projected Latin American pro- 
duction indicated in table 66 reflects the anticipated de- 
pletion of one deposit in Cuba. However, production in 
the region is expected to rise in 1959 when the Toque- 
pala mine in Peru enters operation with a scheduled 


4In February 1956 the New York price again rose to 46 dollar 
cents. 


30 June 1955. Provision is: made that if the price di 
below 24 dollar cents a pound, delivered Connect 
Valley, the suspension will be revoked. Since this p 


was exceeded throughout the year, the tariff was not] 
into effect in 1955. 


Parallel with the increase in world production m 
tioned above, output of copper in Latin America Wy 
higher in 1955 than during any year since 1948. Prod 
tion in Chile and Peru rose by 45,900 and 4,200 
respectively (see table 65). The new Chilean copper 
which came into force in May 1955, led to an immed 
lowering of the taxes paid by the large mining compa 
and placed primary emphasis on profit taxes. In addi 
to a basic tax of 50 per cent on profits, the law imp: 
a surtax which diminishes from 25 per cent to zero } 
output increases to 600,000 tons a year. The law 
restores to the companies the control over sales pr 
ously exercised by the Central Bank. Since the d 
enactment, investment projects announced by the 
mining companies have totalled 226 million dol 
which is the largest investment programme ever undé 
taken by the industry in Chile. \ 


capacity of 120 thousand tons. Further expansion is @ 
ticipated in 1961-62 when the El Salvador (Indi 
Muerto) project in Chile comes into production with ak 
eventual capacity of 100 thousand tons. 


As indicated above, the influence of long-term factor 
has been obscured in recent years by very pronounce 
cyclical fluctuations in the short-term determinants 
the demand for copper. The data presented in figure 
demonstrate that no real growth trend has been appare 
in the North American market since the Second Worl 
War. As pointed out in an earlier edition of the Survey; 
a declining trend in the relationship between industrié 
output and copper consumption in the industrialize: 
countries can be observed during recent years. In othe 
words, copper consumption in the United States and i 
the major countries of Western Europe since 1949 ha 
undergone smaller proportional changes than industria 


5 See the Economic Survey of Latin A L i 
aie Gia y of n America, 1953, op. cit 
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put, in relation to the years 1947-49 and earlier pe- 

s. This is attributable to the fact that the copper 
ustry faces competition from several metals which 
e made inroads into the consumption pattern during 
post-war period. 


ble 66. Estimated world copper production 
| capacity at new mines and mines undergoing 
if expansion programmes, 1955-58* 


: 


(Thousands of tons) 


| 
| projects 1955 1956 1957 1958 


No. of 
jn Ramericiies ss». 7 392 434 433 431 
Iked States ...... a 79 156 199 213 
es ans 15 84 129 134 177 
ca ete 10 344 380 422 469 
cL ai 9 25 34 41 50 
Tora. 48 624° 1.733 © «120°! 1340 


jected world 
— 2,484 2,692 2,788 2,900 


: 
jource: Compiled from data supplied by the Copper Committee 
he Copper and Brass Research Association. 

Excludes the Eastern European Republics, the Soviet Union, 


finland China and North Korea. 
4Refers to Australia, Austria, Israel, Norway and the Philip- 


; 
| 


Aluminium wire with a steel core has displaced copper 
} long-distance transmission lines, a change which ap- 
Ars permanent. Other typical substitutions of alumin- 
mm for copper are fractional horsepower motor wind- 
ss and light-bulb bases. There has also been an accel- 
ated shift to the use of steel instead of brass in shell 
kes. Technology has furthered the process of replace- 
int by the introduction of the numerous clad metals, 
lich use proportionately less copper. Printed electrical 
cuits have also entered some fields as a substitute for 
per wire, while aluminium and stainless steels have 
duced the use of copper in the building industry. 


‘Copper has retained certain markets in the past be- 
use aluminium has been in short supply. In addition, 
merous industrial uses remain for which copper is par- 
jularly well suited. A concentrated effort to produce a 
Irable radiator for motor vehicles of a material other 

copper has not yet yielded results. The heating, air- 
Inditioning and refrigeration industries, in which cop- 
lr tubing is used extensively and is unexcelled, will 
obably continue to absorb substantial tonnages of this 
stal.6 However, the long-term growth trend has been 
idedly less favourable for copper than for most of its 
tential substitutes. 


3. Tin 


Increased world consumption of tin during 1955 
ded to bring supply and demand into better balance 
an during the two preceding years, A relatively minor 


cline in estimated world production during 1955 re- 
Ited from a three per cent reduction in Bolivian exports 
tin concentrates. In 1953, world production had ex- 
eded consumption by 44,200 tons; in 1954, by 37,100; 
\d in 1955, by 27,300 tons (see table 67). An increase 


6 United States Bureau of Mines, Mineral Facts and Problems, 
Wetin 556, March 1956. 
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of approximately 6.4 per cent in world consumption of 
primary tin resulted in a sharp depletion of consumer 


stocks by the end of 1955. 


Table 67. Latin America: Mine production and 
consumption of tin 
(Thousands of tons) 
an tn a Bo es 
1951 1952 1953 1954 1955 


World production.. 170.1 AME 179.3 179.8 179.28 


Latin American pro- 


GCUCHIOI Ns eee 34.5 33.4 36.3 30.0 29.3 
LNT RONEN brick eel 0.2 0.3 0.2 0.1 0.15 
BOlivine™ saat s. Siebel Bias) 35.4 29.3 28.44 
Braz Pepe, 7; eer 0.2 0.2 0.2 0.2 0.2b 
Mexico]  S2OGeRS...4 0.4 0.4 0.5 0.4 0.6¢ 


World consumption 141.7 134.1 Up 142.7 151.9 
Latin American con- 

SUMptiON Gewese 4.4 4.3 4.5 4.7 4.5 
pat a Sa treaties A ee eh oes at 

Source: International Tin Study Group, Statistical Bulletin, De- 
cember 1955, unless otherwise indicated. 

a Estimated on the basis of 10- and 11-month data. 

b Estimated on the basis of 10-month data. 

¢ Export tonnages. 

4 Direct information from the Banco Central de Bolivia. 

© Direct information from the Direccién General de Minas y 
Petréleos, Mexico. 


Minor changes in market conditions therefore had the 
effect of causing wide fluctuations in tin prices. In De- 
cember 1955, the New York market temporarily reached 
1.10 dollars per pound, as compared with the lowest level 
of 0.86 cents per pound registered during January of the 
same year.’ Although the price tended to rise during 
1955, the volume of tin entering the strategic stockpile 
maintained by the United States Government was almost 
equal to the difference between world production and 
consumption. The minimum stockpile objective for tin 
was reached some time ago and the long-term objective 
should be attained by June 1956. With the complete ter- 
mination of official Government stockpile purchases in 
the United States, a sizeable surplus may appear during 


1956. 


The International Tin Agreement, 1953, provides for 
the establishment of an International Tin Council with 
powers to determine from time to time the quantities of 
tin which may enter world trade through the imposition 
of export quotas. By February 1956, the Agreement had 
been ratified by national parliaments on behalf of the 
following producers: Belgian Congo and Ruanda-Urundi, 
Bolivia, Federation of Malaya, Nigeria and Indonesia, 
for a total of 934 votes. The following consumer govern- 
ments have also ratified the Agreement: Australia, Bel- 
gium, Canada, Denmark, Ecuador, France, India, the 
Netherlands and the United Kingdom, for a total of 347 
votes.§ 


7 However, by 16 February 1956, the New York price had fallen 


just below 1.00 dollar per pound. The causes of this temporary 
price increase, inter alia, were: (a) uncertainty over the future 
supply owing to political disturbances in Malaya and the Near 
East, and (b) heavy buying to build up inventories at the end of 
the year. 

8 The Agreement was to have entered into force when ratified 
by producing countries holding not less than 900 votes and at least 
nine consuming countries holding not less than a total of 333 
votes. The United States has indicated that it will not adhere to 
the Agreement. In addition, Brazil, Switzerland and Western 
Germany haye not signed it to date. 
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The actual date of entry into force is to be fixed by 
the ratifying Governments. The Agreement aims at sta- 
bilizing market conditions through the establishment of 
a buffer stock up to the equivalent of 25,000 long tons 
of tin metal.® 


If the International Tin Agreement becomes effective 
in 1956, the contributions to this buffer stock should off- 
set the effects on the world market of a possible termina- 
tion of strategic purchases in the United States. In the 
absence of a prolonged world depression, the long-range 
demand prospects for tin appear to be promising. As a 
result of extensive research in recent years, new uses for 
tin are being developed to replace at least some of the 
losses in former applications. The most important of 
such developments is the coating of various products 
with tin-base alloys by electro-deposition; a still growing 
field for tin salts is in the preparation of electrolytes for 
use in this process. 


The United States Government is faced with the prob- 
lem of the management and eventual disposal of the 
Longhorn (Texas) tin smelter. Costs are higher at this 
smelter than elsewhere, largely because it accepts all 
grades of concentrates, some of which are very costly to 
treat. In 1955, a resolution was passed by the United 
States Congress, permitting the smelter to be operated 
until 30 June 1956. This resolution also requests the 
Executive to study and present to Congress its recom- 
mendations as to the most feasible method of maintain- 
ing a permanent domestic tin smelting industry, under 
public or private ownership. The final decision as to the 
operation or disposal of the Longhorn smelter will be 
subject to approval by Congress. 


Excluding the Longhorn plant, adequate smelter ca- 
pacity exists today to meet world requirements for tin 
consumption. Since no single country controls either the 
ore production or the major smelters, there will be con- 
tinuing competition among the smelters for the ores and 
among the producers for world markets. In this con- 
nexion, an important British firm has contracted to pur- 
chase 50 per cent of the Bolivian tin ore produced over a 
period of five years dating from January 1956. 


The Longhorn smelter currently absorbs about half of 
Bolivia’s output of tin concentrates; if it were closed they 
would have to be sold to European smelters. It is doubt- 
ful whether as high a price could be received on the open 
market for Bolivian concentrates, since operations at the 
Longhorn smelter have shown a consistent loss. But it 
would be difficult to estimate the price-differential repre- 
sented by this loss, since demand conditions for tin metal 
are likely to vary over the next few months, Moreover, 
some proportion of the tin metal produced by the Long- 
horn smelter has been of a type which cannot readily be 
sold for use in tin plate. 


Initial contributions to the buffer stock are to be made on 
such a date as the Council may decide. Producing countries will 
make initial contributions equivalent in the aggregate to 15,000 
long tons of tin metal, 25 per cent of which must be in cash. Per- 
centage contributions of tin metal and cash are allocated among 
producer countries as follows: Belgian Congo and Ruanda-Urundi, 
8.72; Bolivia, 21.50; Malaya, 36.61; Nigeria, 5.38; Indonesia, 
21.50; Thailand, 6.29 (article VIII, sections 1 and 2). “Cash” is 


coe in the Agreement as United States dollars or pounds 
sterling. 


Part I. Economic trends in Latin America during | 


4, LEAD AND ZINC : | 


The expansion of demand for zinc alloy die cast 
and lead-base battery plates in the United States to m 
the requirements of the “eight million” automobile } 
was perhaps the outstanding feature of the world mz 
for lead and zinc. Demand in Europe also attained ree 
levels. Aggregate world consumption of lead is es i 
to have increased by about 5 per cent and that of zi 
12 per cent.1° 


n¢ 


World production of lead rose by 2 per cent abq 
1954 levels. In marked contrast to the situation for ¢ 
per, tin and zinc, and despite a sharp depletion of sm 
stocks, the world lead market remained calm throu 
the year. Prices rose by one dollar cent per pound to 
teen cents during the last two quarters. However, t 
total world supply, including recoveries of seco dal 
lead, currently exceeds requirements. Regional prod¢ 
tion has shown a slight downward trend since 1952. (g| 
table 68.) | 

f 


North American consumption of lead expanded g 
nificantly in the building and ceramic industries, and 
the fabrication of nuclear shielding materials.11 This I) 
ter application should grow with the increasing prodil 
tion of atomic power and use of radioisotopes. There h 
been no definite trend in regional consumption over t 
last five years. 


In 1955, world production of zinc rose by some 8 p 
cent (see table 69). As noted earlier, output in Lat, 
America attained a level about 16 per cent above that 
the previous year, continuing a trend which has bes 
apparent since 1951. The increment in 1955 was partic 
larly marked in Argentina, Guatemala and Mexico. 


Zinc prices rose rapidly during 1955, although in 
second half of the year there was a drop in deliveries | 
the United States Government, which reached the lowg 
level since the accelerated stockpiling programme we 
into effect. Advances on the New York market were regiy 
tered in the second and third quarters of 1955.12 TI 
over-all expansion of demand for zinc has shown | 
steady upward trend, resulting in higher prices a 
greater production. Although this demand has show 
instability in the past, the present trend is supported | 
part by the stockpiling policy of the United States. Di 
spite some criticism, the objective of an expanded stoci 


piling programme has been followed since mid-1954 
an alternative to increases in the tariff on this metal. 


5. IRON ORE 


The upswing in the regional production of iron on 
during 1955 exceeded the annual rate of increase regi 
tered during the years 1951-54, This greater output too 
place despite reduced production in Brazil and Chill 
and arose largely from the continued expansion in Ven¢ 
zuela at Cerro Bolivar and, to a lesser extent, at the 
Pao mines. Two more large concessions, as well as other 


16 Discussion by Mr. Simon D. Strauss before the National 
dustrial Conference Board, as reported in Metal and Miner 
Markets, New York, 26 January 1956. 

. ae These uses are not reported separately in consumption s 
tistics. See “Lead Survey and Outlook”, Engineering and Mini 
Journal, New York, February 1956. 


12Tn F ebruary 1956 the price stood at 13.5 dollar cents as co 
pared with 11.5 in January 1955. 
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Table 68. Latin America: Mine production and consumption of lead 
(Thousands of tons) 


1951 
Wiorldmproductionmn se eee tee 1,641.2 
Latin American production....... 377.4 
PAL CENTING Meee eas no% rca te cot 24.0 
BoliviaCie teh c tse tas ts cess 30.0 
Brazile eevee eee es is hae ee tes Bi) 
Chile Peeters 35 Sega tones cross 7.8 
HICUEAOL Petter nee eee ein rs ts _ 
Bie Salvador’; fs ter) ater csv 0.5 
Griaremaa lAmem tyre wee aeiek at tice is! 
LLOUUUTAS's MSR oe laces 0.5 
IM GxI COMI ete sir G cele esis se sect ws 225.5 
LEG ya re Auch e aouria ire ee SRA ee vara 82.3 
World consumption ............. 1,650.9 
Latin American consumption..... 1024 


1952 1953 1954 1955 
1,759.3 1,811.4 1,914.1 1,952 
402.9 390.2 379.6 380.3 
20.0 15.9 26.0 35.0> 
29.3 23.8 18.2 19.14 
2.8 3.0 3.0 eles 
4.1 3.2 3.2 3.6% 
0.1 0.1 — O:1e 
0.1 — — — 
4.2 toll 2.4¢ 9.08 
0.5 1.0 1.5£8 1.04 
246.0 2215 216.6 210.84 
95.8 114.6 108.7 101.73 
1,598.1 1159.7 1,937.9 2,035 
50.3 44.6 67.3 : 


nn 


Source: Yearbook of the American Bureau of Metal Statistics, 1954 and Minerals Yearbook, 


1953, unless otherwise indicated. 
a Estimated. 


> Estimated on the basis of 10-month data from Sintesis Estadistica de la Repiiblica Argentina. 


¢ Export tonnages. 


4 Direct information from the Banco Central de Bolivia. 
€ Information from the Direccién General de Minas y Petréleos, Ecuador. 
f As reported by the United States Bureau of Mines. 


Imports into the United States. 


» Information from the Direccién General de Minas y Petréleos, Mexico. 
iInformation from the Sociedad Nacional de Mineria y Petrdéleos, Peru. 


Table 69. Latin America: Mine production and consumption of zinc 


(Thousands of tons) 

1951 1952 1953 1954 1955 
World production soa. 2. ss2-2-,- DLZ230 2,458.3 2,518.7 2,524.4 2,7268 
Latin American production....... 334.4 416.7 404.6 424.2 490.3 
PNEBODEATID orcloon gstslace sofa 572i se atS (e016; 15:5 15.4 16.1 18.9 41.0 
IBER GINS gene wet "psec alee Seed See 30.5 35.6 24.0 20.4 21.34 
CE Cuetec Setters atofe sie seve vie eats 0.6¢ 3.3 3.2¢ 1.5¢ 2.52 
Guatemala) (ep okie eeeeels ose ele 6.5 8.2 6.1 4.0¢ 23.08 
Honduras aecien stem ne « cis Selec pate 0.1 0.3 0.6 0.7¢e 1.38 
IVICA CO jee slept cues Clots: a boro.c) a> ois, cgersl & 180.0 227.4 216.5 223.7 269.4 
[Ried eo Se SO ee eee eee 101.2 126.5 137.7 155.0 131.88 
World | COUSUMIPLION | oc. <s,60.40% @ 2,055.1 1,964.1 2,135.0 2,319.7 2,5898 
Latin American consumption..... 43.1 apy 31.0 49.7 ; 


Source: Yearbook of the American Bureau of Metal Statistics, 1954 and Minerals Yearbook, 


1953, unless otherwise indicated. 
| a Estimated. 


| b Estimated on the basis of 10 month data from Sintesis Estadistica de la Republica Argentina. 


¢ Export tonnages. 


4 Direct information from the Banco Central de Bolivia. 

e As reported by the United States Bureau of Mines. 

f Information from the Direccién General de Minas y Petréleos, Mexico. 
£ Information from the Sociedad Nacional de Mineria y Petrdleo, Peru. 


d in reserve by the Governmentof Venezuela, were not 
loited during 1955. Production from the Marcona 
yosits in Peru has continued its rapid increase. (See 


le 70.) 


The significant drop in Chilean production, which 
sed the country to move from third to fourth place in 
ional iron ore output, was perhaps due to the exhaus- 
n of good ore at the El Tofo mine. Port facilities at 
ayacan, which will serve the new El Romeral mine 
sr El Tofo has been exhausted, were completed in 
55. During the year the Cerro Negro and Carmen 
osits of high-grade iron ore, in the Atacama area, 
-e under development. The mineral is to be shipped to 


the United States and Western Germany for mixing with 
lower-grade ores. The iron ore production of the small 
and medium mining companies in Chile increased by 
272 per cent during 1955, rising from 169,000 to 632,000 
tons. 

In the same year, a large iron ore producer in Brazil 
received a loan of almost 34 million dollars from the 
Export-Import Bank with which to buy mining and rail- 
way equipment. It is thought that these developments will 
raise production in the State of Minas Gerais from 
2,262,000 to 3 million tons annually. 


As North American steel producers expect to add 16 
million tons over the next three years to their present 


Table 70. Latin America: Production and consumption of iron ore 
(Thousands of tons—estimated iron content) 


1951 


Worldigproductionigr alsjretei etter 111,600 
Latin American production ...... 5,029 
Argentina®: o) of cssreretstersienerereoserersin' 19 
[BRA ee OME RIO OG CROCE c CCGG 2,413¢ 
Ghile. g2cack cca ee oreer 1,961 
Colombia®s \ cmatacoace orotic. = 
Curb ad o wcu-s es era aust ener sactere aeons 6 
Dominican Republict ............ — 
Mexico: /iu ce stceusiereiemte cies cements Slo 
Peru s ts ae ate ses ivers hare a 
Venezuela’ “a.idetena ie cto. wieetare 813 
Latin American consumptioni..... 1,289 


1952 1953 1954 1955 
108,700 123,500 104,000 ae 
6,077 7,672 9,126 11,9408 
32 36 41 er 
2,972¢ 3,353¢ 2,784¢ 2,6484 
1,428 1,723 1,310 978¢ 
see 18 22 168 
34 137 15 19 
10 44 53 oe 
340 331 314 3768 
= 558 1,118 1,8048 
1,261 1,470 3,469 5,8508 
1,418 1,444 1,712 er 


ee 


Source: Statistical Yearbook 1955, United Nations publication, Sales No.: 1955-xvii-10 and United 
Nations Monthly Bulletin of Statistics, Vol. X, No. 2, February 1956, unless otherwise indicated. 


a Estimated. 


b Direct information from the Centro de Industriales Siderirgicos, Argentina. — 
¢ Estimated on the basis of exports and pig-iron production reported by the United States Bureau 


of Mines. 


4 Estimated on the basis of 10-month data from the Ministério da Agricultura, Brazil. 

€ Information from the Ministerio de Mineria, Chile. 

f Estimated on the basis of iron ore imports into the United States. 

£ Information from the Sociedad Nacional de Mineria y Petroleo, Peru. . 
h Venezuela Up to Date, Vol. VI, No. 9, February 1956, published by the Venezuelan Embassy in 


Washington, D.C. 


i Estimated on the basis of pig-iron production. 


productive capacity of 128 million tons, their iron-ore 
requirements will continue to grow at a rapid rate. In 
addition, the current tendency toward producing more 
pig iron in each blast furnace necessitates the use of ores 
with a higher iron content than those formerly con- 
sumed. This will doubiless encourage greater output of 
the high-grade Latin American product, in view of the 
current high cost of concentrating the lower-grade 
materials. 


Although no statistics for 1955 are yet available, there 
has been a steady upward movement in regional con- 
sumption, An important new consumer is the steel mill 
at Paz del Rio, Colombia, which entered production in 
1955. The discovery of additional deposits of iron ore in 
the Paz del Rio area was announced in the same year. 
The existence of these new resources means that the 
supply of iron ore for the steel mill will be sufficient for 
about 50 years, at a rate of exploitation of 3,175 tons per 
day, or about three times the current rate. 


6. BAUXITE 


As a result of expansion programmes undertaken since 
1950, the alumina capacity of North America has been 
doubled, thus increasing dependency upon imported 
bauxite. In addition to the supplies for alumina, from 
which virgin aluminium is made by the Hall process, 
bauxite requirements for abrasive, chemical, refractory 
and other uses have increased. As a result of the higher 
demand, existing production facilities in Latin America 
have been expanded and new resources are being devel- 
oped. Large producers of aluminium are exploiting de- 
posits in British Guiana, the Dominican Republic, Haiti, 
Jamaica and Surinam. Regional production of alumina 
is confined to Brazil and Jamaica. Data on regional pro- 


duction and consumption of bauxite are presented in 
table 71. 


Expansion programmes had been completed in all thes 
areas—with the exception of Brazil, Haiti and the Dot 
minican Republic—and were in commercial operation 
during 1955. In Brazil, construction began in the coursé 
of the year on an integrated primary aluminium plant 
which will include a section for producing alumina. Th : 
plant will be located at Rodovalho, 75 kilometres from 
Sao Paulo, and will produce roughly 30,000 tons om 
alumina per year from domestic bauxite. 


The mining installations on the Plateau de Rocheloisé 
near Sainte Croix in Haiti, are nearing completion, all 
though no exports of ore have yet been made. Experii 
mental shipments of ore have begun from the mine at 
Pedernales in the Dominican Republic, which is expected 
to enter commercial production during 1956. Reserves 
recently explored in Haiti and the Dominican Republic 
represent not less than 30 million tons of bauxite, aver- 
aging 47 per cent alumina.!® Bauxite resources of the 
major producers in Latin America were recently esti- 
mated to total 656.6 million tons, or almost 41 per cent 
of known world reserves. (See table 72.) 


7. SULPHUR 


Native sulphur, pyrites and other metallic sulphide 
ores, petroleum gases, coal, gypsum and various indus- 
trial wastes all contributed to the world supply of sul- 
phur. The present structure of the world industry is, 
however, based on the price and availability of sulphur 
produced by the Frasch process, which has radically 
modified the previous pattern of supply. 


As late as 1952, Latin America was still a net im- 
porter of sulphur.’ But the region has now become an 


13 See United States Bureau of Mi Mi. 
Vol. 38, No. 6, June 1954, ines, Mineral Trade Notes, 


14See the Economic Surv Latin A . 7 
table 168. eR) n America, 1953, op. Cite 


ter V. Mining 


of Mines, unless otherwise indicated. 
a Estimated. 
b Direct equivalent of crude ore. 
d Export tonnages. 


States (238,000 tons). 


Table 72. Latin America: Bauxite reserves® 


Percentage 


Millions of world 

of tons reserves 
re dressed « 2 gers wi «sje 192.0 12.0 
Meo h edelalale ‘averarsiro/er > 65.0 4.0 
EER thes one 6.1 0.4 
a eins» Sahte nto die% 23.4 eS: 
ET F750 /<-ore 's 66's es wo VA 320.0 19.9 
SIE | i ae eee 50.0 3.1 
ToTaL 656.5 40.9 


jource: United States Office of Defense Mobilization: Materials 
vey—Bauxite, Washington, D.C., October 1953. 


Estimated in October 1950. 


portant source of world supply with the exploitation 
the salt dome area of the Isthmus of Tehuantepec in 
xxico by means of the Frasch process. (See the produc- 
n data in table 73.) Since mid-1954, when production 


ei 


Table 71. Latin America: Production and consumption of bauxite 
(Thousands of tons) 
ree et 


1951 1952 1953 1954 1955 
IWonldiennoduction sss ceecs cane 11,002.6 12,601.4 13,440.6 15,375.0 a 
Latin American production ...... 4,731.0 5,924.5 6,679.0 7,701.4 7,7138 
[pic reliant poet Degree eee "a 419.6> 1,238.30 += 2.098.1b = 2°569.8¢ 
Brazil Meee a ett s cosas cece 19.0 14.3 18.8 22.78 sare 
British Guiamae piace des case «oa 2,034.9 2,322.6 2,146.0 2,159.6 2,4388 
Sumi anion ener tec ats sec« Rtontcats D611 3,168.0 3,275.9 3,421.0 2,684 
Latin American consumption..... 1.6f 4.5£ 4,9t 6.2¢ ; 4.58 


Source: Yearbook of the American Bureau of Metal Statistics, 1954 and United States Bureau 


¢ Excludes shipments of alumina totalling 186,912 tons, or an equivalent of 407,306 tons of bauxite. 
e Estimated on the basis of reported shipments to Canada (2,200,000 tons) and to the United 
f Estimated on the basis of the ratio between output and imports into the United States (1951-54). 


& Estimated on the basis of 3.68 long tons of bauxite (dry weight) per short ton of aluminium pro- 
duced, and excluding consumption for abrasive, chemical, refractory and other uses. 


in the Tehuantepec area began, the monthly figures for 
Mexico’s output have risen rapidly and in 1955 the 
volume attained was 520,800 tons as compared with 
115,100 in 1954. Exports from Mexico in 1955 amounted 
to only 180,000 tons owing to transport difficulties and 
the need for building up stocks. Installations at the port 
of Coatzacoalcos are at present being enlarged to handle 
the greater volume of production and will materially 
assist increased sulphur shipments abroad. 


The rapid advance of production in Mexico has been 
the only major change in the region’s output of native 
sulphur. (See again table 73.) Production in Argentina 
has moved up steadily, reaching a peak figure of 22,000 
tons in 1955, but imports still account for a major share 
of consumption. Chilean output has been uneven and is 
principally hindered by high operating costs. Elsewhere 
there have been no significant changes, partly because 
the price for sulphur imports remains relatively low. A 
considerable problem exists in Brazil, where imports 
continue to rise and no native sulphur deposits have 
been found. 


Table 73. Latin America: Production of native sulphur 
(Thousands of tons) 


1951 1952 1953 1954 1955 
World “production sotsc ss «12-66 « 5,893 6,096 5,893 6,150. ne 
Latin American production........ 63.4 2.0 68.1 183.72 572.78 
Mexico) Biaceesetaasts PR. Se he oe 11.6 12.0 6.0 115.1 520.8> 
gATig ONNUAT 8p tater seach fey veslever=}Ni oo! o]e1>\41 <1 7.7 18.6 19.0 21.3 22.0¢ 
Mo ivitalia. Hevsrotecversteks ciate foukoraleyo Sess 9.2 5.6 25 2.6¢ 4.0f 
(CAE IS a Denne coor eae 30.1 43.6 32.8 44.78 25.98 
(Ghilbiise. BSG dacesb acseaoueeoeo 2 3.0 Dei, Aide a 
Benador, ws. ert SS eAC CG SOE oS a 2.4 0.1 — — 
iPEtiliem cast eceeoen san can canter: 2.3 pel 5.0 shee mate 
Se a ee 


Source: United Nations Statistical Yearbook, 1955, op. cit., and Minerals Yearbook, 1953, unless 


otherwise indicated. 
a Estimated. 


b Information from the Direccién General de Minas y Petréleos, Mexico; includes sulphur from 


all sources. 


¢ Estimated on the basis of 10-month data from Sintesis Estadistica de la Repiblica Argentina. 


d Export tonnages. 


e Information from the Banco Minero de Bolivia. 
f Information from the Banco Central de Bolivia. ; 
g Information from Departamento de Minas y Petréleos, Chile. 


Chapter VI 
ENERGY 


1. INTRODUCTION 


During 1955 gross energy consumption in Latin Amer- 
ica increased by 6 per cent. Although this represents a 
4 per cent increment in per capita consumption, there 
was no major expansion of the region’s energy resources 
in relation to the gross product, since the latter rose in 
the same proportion. 


The consumption pattern presented the same general 
features observed in the post-war period, namely, a 
steady, rapid increase in the use of electric energy and 
a gradual displacement of mineral coal and vegetable 
fuels by petroleum derivatives. This latter development 
was reflected in the tendency of demand for coal to re- 
main stationary, while the consumption of vegetable 
fuels showed a slight decline. 


In the aggregate, the level of electric energy produc- 
tion rose considerably during 1955 as compared with 
the preceding period. However, the increases were in- 
sufficient to eliminate all the existing shortages, although 
the supply improved in many areas where it had previ- 
ously been inadequate. Because of the rapid growth of 
demand, a deterioration is to be feared in the next few 
years, unless new and greater efforts are made to expand 
the installed capacity of electric power plants. 


There was a substantial increment in Latin America’s 
output of refined petroleum, particularly in Mexico and 
Venezuela. Crude oil extraction in the other countries 
expanded to a smaller degree, although the percentage 
increase was high in some cases. Because of the pressure 
exerted by the growing demand for derivatives, several 
importing countries were obliged to use a large share of 
their exchange resources for fuels. To reduce the inci- 
dence of such imports upon the balance of payments, 
these countries had to expand their production of crude 
oil and their refining capacity. For Latin America as a 
whole, refining capacity rose by 14 per cent in 1955. 


In certain countries transport problems which were 
hindering or actually preventing production at given oil- 
fields have been solved by building pipelines, but greater 
efforts in this direction are still required to remove all 
the obstacles. 


The deficit in the electricity supply and the ever- 
increasing foreign exchange expenditure on fuel imports 
constitute such serious problems that they have led sev- 
eral Latin American countries to accelerate the prepara- 
tion and implementation of development programmes 
and plans for the energy sector. Broadly speaking, such 
plans cover only some aspects of the problem, such as 
the electricity supply or various phases in the production 
of petroleum. The more complete projects are those re- 
lating to the development of electricity production, but 
their execution tends to be retarded by financial, ad- 
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ministrative or technical difficulties, which also 
fuels. 


Great importance is attached to increasing energy st 
plies, and to this end the official organizations respon 
for developing production of every type of energy hi 
been more active and new specialized institutions h 


tor of the economy is reserved for State action alom 
since parallel measures have been adopted which aim} 
encouraging private capital to play a larger part. Sor 
countries have conceded new areas to private petrolet 
enterprises or have sought their co-operation in oj a 
aspects of the industry; elsewhere new legislation 
authorize this type of operation is under consideratic 
There is also an obvious trend towards making electric 
enterprises more profitable, which would render this fie, 
more attractive to private investment and would fa 
tate capital formation in government undertakings. 


The substantial investment channelled towards 
sector reflects the magnitude of the financing probler 
In 1955, it represented 12 per cent of aggregate Lati 
American investment and 9 per cent if only the shag 
earmarked for the supply of the region itself is take 
into account. Moreover, 20 per cent of all public inves 
ments was used for energy. But the maintenance of | 
high rate of economic, industrial and urban developmer 
over the next few years will require a sustained and cd 
ordinated effort, at the technical and administrative levew 
as well as in domestic and external financial planning, 


2. THE PATTERN OF CONSUMPTION 


Although Latin America’s total energy consumptiog 
rose by 6 per cent in 1955, the expansion did no mon 
than keep pace with that of the gross product in thi 
same year, and signified no great increase in energ 
resources. The rate of growth varied considerably fron 
one country to another, but the reasons were differen 
in each case. Nevertheless, there is no doubt that ve 1 
intensive efforts were made—some countries even had t 
import a growing percentage of their domestic consump 
tion requirements—in order to raise energy supplies 
the level of demand. But such endeavours to expand th 
sources of energy supply may be insufficient for the fu 
ture maintenance of a high level of economic activitt 
in many of those Latin American countries where se 
backs are already holding up the putting of new project: 
into effect. In the region as a whole, aggregate gross anc 
per capita energy consumption rose in 1955 at a rate 
similar to that of 1954; in other words, the rate observec 
in the immediate post-war years was recovered, afte 


sn slackening in 1952-53. (See table 74 and figure 


Total gross consumption of energy per unit of gross 
product in 1955 continued to follow the slight upwar¢ 
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Total electricity production as a 
ratio of gross consumption of 
fOtalPenergy. -s chew twws ee sie exis 


Source: Official statistics. 


transport it. 
b Petroleum equivalent of 10,700 Cal/kg. 
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Table 74. Latin America: Gross consumption of total energy and electricity production* 


Unit 
Gross consumption of total energy..... thousands of tons 
GiECA Dita tic fs. Sere notes mncecaet -  kg>/per capita 


at 1950 prices 


io 


1937 1952 1954 1955 
43,508 76,759 84,775 90,010 
373 472 496 515 


tons>/millions of. dol- 1,938 1,821 1,845 1,868 
lars at 1950 prices 


Composition 
A. Excluding vegetable fuels 
Petroleum and derivatives....... percentage 57.6 74.7 aer 75.4 
Heavy Co ORE COA nee percentage 74.8 67.3 68.2 68.6 
Light gts cae ch Reo a aerner percentage 250, Bye 31.8 31.4 
Mineral Coal 22. ces sere cteeees percentage 30.5 11.2 10.4 10.1 
Iydro-electricity <s.-..+. 00+. percentage 11.8 14.1 13.9 145 
B. Including vegetable fuels 
Petroleum and derivatives....... 26.8 50.1 53.5 54.8 
Minerale Coalciccamescs ccs ceeces 14.2 1 73 73 
Iydro-electricity <<... gees se sine 5.5 9.5 9.8 10.6 
Mimerahiciinels Toit. sick 53.5 32.9 29.4 27.3 
Electricity production 
Total vette ee ee eee ence eees mill. kWh. 11.300 32.060 37.300 41.300 
ere CAPIta tare evel ste oe wkteia slrsrowis te kWh/per capita 96 197 218 236 
PersunitsOraproductacceciscccs © kWh/mill. of dollars 503 760 812 857 


260 418 440 459 


a Gross consumption includes, with the energy reaching the consumer, the energy used to produce, transform and 


trend apparent since the mid-’forties. The rate of growth 
was 1.2 per cent in 1955, slightly above the cumulative 
annual rate of 1.1 per cent registered for 1946-55. 


For total and per capita electricity production a simi- 
lar situation was apparent: the 1954 rate of growth— 
slightly above the historic rate over the period 1937-55— 
was maintained in 1955, thus offsetting the 1953 decline. 
Electricity output per unit of product grew in 1955 a 
little more rapidly than in previous years. 


Hence it is clear that 1955 witnessed at least a slight 
improvement in Latin America’s supply of electricity. 
However, deficits were still high in many urban centres 
(300,000 kW in Greater Buenos Aires, and nearly 
500,000 in Sao Paulo), and relatively large in other 
places (Quito and some Colombian towns). These defi- 
cits stand in the way of economic development and com- 
pel industry to install its own equipment, which is an 
uneconomic solution, except in cases where the location, 
the type of process or the nature of the activity con- 
cerned necessitates its adoption. 


Consequently, the production of electricity must in 
future maintain a high rate of growth if these accumu- 
lated deficits are gradually to be met and supply is to 
keep ahead of demand. 

The higher ratio between aggregate electricity pro- 
duced and total gross energy consumed indicates the 
greater electrification which has been steadily taking 
place, but which was more pronounced in 1954 and 
1955. In this latter year the index rose to 115 (1950 = 
100), corresponding to 459 kWh per kilogramme of 
petroleum. 

It should be recalled, however, that average variations 
in the coefficients of unit consumption of energy for a 
region such as Latin America, which includes countries 
with different economic structures and with very uneven 


rates of growth, conceal differing and even opposing pat- 
terns for each individual country. For instance, in econ- 
omies based on mining and at an intermediate stage of 
development, like that of Chile, energy consumption per 
unit of product gradually decreased until 1954, because 
of the relative decline in mining, an activity in which 
energy consumption is intensive. In 1955, owing to the 
sharp upswing in mining, the coefficient also rose. The 
case of Argentina is diametrically opposed to that of 
Chile. Since economic growth there was based on agri- 
culture, a sector where energy consumption is low, indus- 
trialization has resulted in a higher total consumption 
per unit of product. Nevertheless, the predominance of 
light industry—where energy consumption is not very 
high—combined with the relative mechanization of agri- 
culture and a comparatively advanced level of technol- 
ogy, implying greater utilization of energy, has meant 
that the value of unit consumption has remained fairly 
constant, with only minor fluctuations. 


In those agricultural countries entering upon a stage 
of incipient industrialization the coefficient under analy- 
sis increased rapidly, and continued to do so in 1955, 
as may be observed, for instance, in Central America. 


(See table 75 and figure XIII). 


Greater energy consumption was recorded particularly 
in industry and mining, which offset the lower relative 
consumption in the other sectors. 


Parallel to the 6 per cent increase in Latin America’s 
energy consumption between 1954 and 1955, the gross 
product rose by approximately 5 per cent, although its 
growth rate was 6 per cent for manufacturing industries 
and 15 per cent for mining. The importance of these two 
sectors is patent, since their expansion in 1955 accounted 
for about 50 per cent of the total increase in energy con- 
sumption, even though their share in gross production 
does not exceed 25 per cent of the Latin American total. 


1 The increase in average energy consumption depends to a 
very large extent on activity in those sectors with the greatest 
specific consumption. Thus, the region’s 1955 output in mining, 
non-ferrous metals, metallurgy, steel making and semi-finishing 
of steel, cement, pulp and paper, sugar extraction and petroleum 
output and refining showed an average increase of 10 per cent— 
35 per cent in iron ore mining and 50 per cent in the copper 
industry—and accounted for approximately 15 per cent of total 
energy consumption. 


Part I. Economic trends in Latin America during 9: 


| 


The country-by-country analysis will make this depen 
ence even clearer. 

In Brazil, the gross product of industry and minix 
rose by 5 per cent and that of agriculture by only 
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Table 75. Latin America: Gross consumption of commercial energy* and aggregate electricity production 


Totalb 
(Thousands Petroleum 

of tons) derivatives 
Countries 1954 1955 1954 1955 
Latin America ..... 59,890 65,950 (hHrk 75.6 
Argentiniasedia ne cckte 11,690 11,860 89.2 89.4 
Doliviatem iti eniae 330 390 65.1 65.6 
Bi 873 lato aM hee do 12,700 14,280 58.8 58.5 
(Chile Weed. cm Bina, 4,200 4,470 39.3 40.6 
(Galtismatin - se antetin 3,360 3,900 53.6 53.2 
cu ad OMmemceaeen te 360 400 88.8 87.3 
Mexico. seen ane 12,870 14,200 83.9 83.2 
Berumesees ho seo 2,350 2,420 81.8 81.1 
Unticuay geen eee eae 1,323 rte 76.6 aoe 
Venezuela ........ 6,900 8,480 89.0 89.6 


Source: Official statistics. 


® Excluding vegetable fuels. 


Percentages Aggregate 
electricity 
Hydro- production 
electric Mineral 
power coal and coke (Millions of kWh) 
1954 1955 1954 1955 1954 1955 
13.9 14.4 10.4 10.0 37,300 41,300 
1.2 iS 9.6 9.3 attic <n 
33.1 33.6 1.8 0.8 <a an 
Hg $1.2 10.1 10.3 11,680 13,18 
20.7 PALS 40.0 30.0 3,637 4,100 
16.5 15.9 29.9 30.9 1,950 2,230 
2s Are — — 230 24] 
9.0 10.2 Teal 6.6 6,282 7,001 
14.3 15.1 3.9 3.8 ae Gis 
19.1 were 4.3 Dele 1,000 6 
10.7 10.1 0.3 0.3 xe 


> Petroleum equivalent to 10,700 Cal/kg. 
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cent, while energy consumption increased by 6 per 
t. In Venezuela the 14 per cent and 11 per cent in- 
ents in the gross product of mining and industry 
ectively, were accompanied by a 20 per cent expan- 
| in energy consumption. The disproportionately high 
re for energy was due to the greater volume of do- 
tic peroleum refining. Something similar happened 
Colombia; although the product of mining and in- 

y remained practically constant, the 8 per cent in- 
ase in energy consumption arose from additional 
roleum refining and the establishment of the steel in- 
try. In Chile, energy consumption rose by 6 per cent, 
gely through the substantial increment of 20 per cent 
the product of mining, which offset the 7 per cent 
line in that of industry. In Argentina, the growth of 
rgy consumption was far less than that of the product 
per cent in the case of agriculture and 11 per cent 
mining and industry); this may have been because 
increase in the product was mainly recorded in light 
ustry and was partly brought about through a better 
of equipment and improved productivity, which had 
effect on energy consumption. 


Information available for Argentina and Brazil con- 
ning the distribution of energy consumption by sec- 
s also confirms these observations. (See tables 76 and 
.) In 1955 (the difference in relation to 1954 is very 
ght), the industrial sector absorbed 33 per cent of all 
ergy in Argentina and 34 per cent in Brazil.2 In 
gentina—where figures for earlier years are available 
it may be seen that in 1948-55 the share of industrial 
nsumption of energy in the total fell by 3 per cent, 


2 As regards Brazil, electricity shows the higher proportions 
d the more rapid increase. Thus, in 1955, industries in Sao 
ulo consumed 14 per cent more electric energy than in the 
evious year, as against an over-all increase of 10 per cent. 
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although there was a 15 per cent expansion in the volume 
consumed, 


The composition of aggregate energy consumption was 
much the same as in 1954. There was still a slight trend 
towards increased electrification and a greater depend- 
ence on petroleum, whether in the form of heavy deriva- 
tives or of those used for road transport, although the 
latter’s rate of growth declined in some cases and in 
others barely remained constant. This higher consump- 
tion of heavy petroleum derivatives follows the trend 
recorded for some years; apart from tending to absorb 
almost all new demand—which can be met only to a very 
small extent by hydro-electric resources—they are also 
displacing other fuels, particularly coal and vegetable 
fuels. The trend in question has been sharpened by the 
favourable exchange and price policies usually adopted 
for these fuels, although in some cases the situation al- 
tered in 1955 or the early months of 1956. 


Petroleum derivatives, after rapid expansion, levelled 
off at 75 per cent of the total for commercial energy ;? 
the slight upward trend observed in recent years slack- 


ened in 1955. 


In some countries the rate slowed down a little for 
various reasons, a major role having perhaps been played 
by the shortage of foreign exchange to cover petroleum 


3 Almost everywhere in the world petroleum consumption grew 
more rapidly than that of other products (and of total energy). 
Over the Jast five years consumption of petroleum in Western 
Europe and Asia increased three times more than that of total 
energy. The increments were much smaller in those countries 
where petroleum already represented a considerable share of 
aggregate consumption, the growth being slightly below that of 
total energy. For the whole world, the share of petroleum and 
natural gas in commercial energy consumption stands at 39 per 
cent (76 per cent in Latin America, 63 per cent in the United 
States and 17 per cent in Europe). 


Table 76. Argentina: Gross consumption of energy by economic sectors, 1954 


(Thousands of tons of petroleum equivalent of 10,700 Cal/kg.) 


Total Percentages 
Petroleum Mineral Public Vegetable SSS aa a a 
derivatives coal electricity fuels 1954 1948 1954 1948 
| GTR. Sak ice SD OB CORIO OC 230 — — 230 — 1.6 — 
USAR? BERS e eee 5 Spear eOeec 2,700 170 540 970 4,380 4,060 30.4 BSH 
SPR 2.48 Godaenaacas sooo 3,200 604 170 480 4,454 4,180 30.9 34.8 
Motor vehicles and aviation... 1,730 ~~ — 1,730 1,600 a 
BUATIWAYS: siacieclere speice ca e's ss si 1,250 590 1706 480 2,490 2,310 a 
Seay ALAOL mses 41s cio os.e1s ciciere si 220 14 _ 234 270 a 
esidential consumption ........ 970 40 520 1,230 2,760 2,960¢ 19.2 24.7¢ 
ublic administration 
BrCUCONINUET. CMa salsivs veel os 470 = 510 = 980 = 6.8 ze. 
NETEY eNLETPTISES ..++-+eeeeees 1,260 16 320 — 1,596 824 11.1 6.8¢ 
‘Electric energy? .....-...+e«> — — 320 — 320 176 : 
aun 6 Seonssdancene cere 1,220 == = 1.220 620¢ 
PEASE WOTKS iis -ciessjsiepsisieio.s 810 21015 40 16 — 56 28 a 
Torat? 8,830 830 2,060 2,680 14,400 12,030 
ETCEMLAZES §..ecececesecerecccs 61.3 5.8 14.3 18.6 100 — 100.0 100.0 


SIR 


Source: National statistics. Provisional figures. 

a Partial percentages have been omitted. 

bIncludes urban electric thraetle : ; eS, 

ec iculture, public administration, commerce and 0 a ape x 

Ree a cenereting ica electricity have been excluded to avoid duplication since the electricity produced has already been con- 


dered. In 1954 they were: petroleum derivatives, 1,600; mineral coal, 290; and vegetable fuels, 30 (all in thousands of tons of petro- 


Fee init declined considerably during 1948 in relation to preceding years, which explains the very small total under this 


ead. 


Table 77. Brazil: Gross consumption of energy by economic sectors, 1955 
(Thousands of tons of petroleum equivalent of 10,700 Cal/kg.) 
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Petroleum Mineral Public 

derivatives coal electricity a 
Agriculture taaese ns occ e econ 80 — — 
Indusingaeeen. sees ereraetee ae 2,500 360 2,190 
TONS port  Metlasciskestscelsic, slece.s eitiiare 3,550 410 510 
Motor vehicles and aviation... 2,800 — — 
Rail Wayeee «castes srl « sone no oes 500 390 190 
NAVIGATION dyore sceferars'cistess score sole 250 20 — 
Urban electric transport ...... — — 320 
Residential, commercial 220 2,220 
ONG OLWETSe a ore Waclos se steele ese 1,150 340 530 
Energy enterprises ......0.+.04- 310 —- 530 
Electricity’ nee sevtee come eicletstc — — — 
Petrolenm prec: rian ste on se eee 310 140 — 
Gas works se. stenater sets Secor — 200 — 
ToraL 7,59 1,330 5,450 

Percent esmncn. ccarec sc ceieeniwise 30.9 5.4 Pe 


Source: National statistics. Provisional figures. 


@ Total hydro-electricity and public thermic power. A yield of 4,500 Cal/kWh was adopted. 


b Includes charcoal. 
¢ Partial percentages have been omitted. 


4Fuels for generating thermic electricity have been excluded to avoid duplication since the electricity produced has already been cont 
sidered. In 1955, they were: petroleum derivatives, 770; mineral coal, 130; wood, 80 (all in thousands of tons of petroleum equivalent). 


imports. Petroleum occupies a different place within 
aggregate consumption from one country to another. 
With the inclusion of vegetable fuels it represents about 
a third of the total, but, if they were excluded, the cor- 
responding proportion would be as high as 80-90 per 
cent in many countries, and would, as a rule, exceed 50 
per cent. (See again table 75.) 


3. PRODUCTION AND CONSUMPTION OF PETROLEUM 
AND ITS DERIVATIVES 


The increase in the output of crude petroleum has 
been less than the growth in the consumption of its 
derivatives; this is true of all the Latin American coun- 
tries, except Bolivia and Venezuela. Consequently, in 
1955 they were obliged to raise their imports of hydro- 
carbons above the level of the previous year. But the 
pattern of these imports changed, because increased 
refining capacity led to a reduction in the purchase of 
derivatives, and, on the other hand, to heavier purchases 
of crude oil. 


In the course of 1955, transport deficiencies caused 
serious difficulties. The higher freight rates had direct 
repercussions on the cost of imported products, since na- 
tional tanker fleets were small. Moreover, a lack of 
pipelines limited and even prevented the exploitation of 
some oilfields. 


Crude oil production in the whole of Latin America, 
except Venezuela, increased by 6 cent in 1955. In Vene- 
zuela, where output represented 15 per cent of the world 
total, the expansion amounted to almost 14 per cent. 
Thanks to Venezuela’s contribution, Latin America 
maintains its world position as a producer, but, ex- 
cluding that country, its share in 1955 would have fallen 
by 10 per cent. 


Extraction remained practically stationary in Colom- 
bia and Peru, but showed a very slight rise in Argentina 
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Total Percentages 

Ayia y 1954 1955 1954 
— 70 80 0.3 
3,210 7,760 8,260 33.7 
900 5,060 5,370 21.9 

— 2,600 2,800 ¢e 

900 1,980 1,980 c 

— 240 270 ec 

— 240 320 e 
6,060 9,280 9,650 40.2 
— 890 1,180 3.9 

— 550 530 ec 

—_— 30 310 ¢c 

— 130 140 e 

—_ 180 200 e 

10,170 23,060 24,540 

41.5 se 100 100.0 


and an increase of 7 per cent in Mexico. Ecuador, afte rf 
many years of slow growth, achieved a substantial in4 
crease in production (12 per cent). Increments in Bos 
livia, Brazil, Chile and Cuba—although small in absolute 
terms—represented very high percentage rates of growth 


(See table 78.) 


Tn 1955, except in Bolivia and Venezuela, the growthi 
in domestic production of crude oil did not suffice tor 
meet that year’s higher requirements. All the region’ss 
producers, excluding Venezuela, witnessed increments int 
consumption which exceeded those in production byj 
more than a million tons, a volume equivalent to about 
40 per cent of the total increase in consumption. As ab 
result, it was necessary in some cases to reduce the neti 
exportable surplus and in others to resort to larger im-: 
ports. (See table 79.) Thus, while production rose by) 
about 1,540,000 tons for the whole of Latin America, 
excluding Venezuela, aggregate consumption increased] 
by 3,060,000 tons of petroleum equivalent. | 


In order to meet the growing pressure of demand for- 
petroleum derivatives, many countries have attempted to» 
ensure that future expansions of the production of crude: 
shall be at least approximately equal to the increase 
in demand. Given the ever-growing gap between demand _ 
and output, these efforts, although intensive, have been | 
insufficient. Despite continued geophysical and geological | 
prospecting, as well as additional drilling of wells, both 
for exploration and production purposes, and although | 
many countries have reorganized their system of conces- 
sions on a more liberal basis, there has been no satis- | 
factory increment in output. The rate of growth for drill- | 
ing has been fairly high (10 per cent annually since | 
the end of the Second World War, which is close to that 
of the United States) and by the end of 1955 there were | 
nearly 13,000 wells in production, always excluding | 
Venezuela, The failure to achieve any proportional in- | 
crease in extraction may be due to the variety of systems 
employed, to the relatively low yield of the wells and to 
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Table 78. Latin America: Crude oil situation 
(Thousands of cubic metres) 


Percentage 
of produc- 
tion ex- 
Productiona portedb 
1954 1955 1955 1954 
n America ..... 5 Tesh 155,685 83.5 93,265 
n America 
cluding Venezuela 28,748 30,502 32.0 ZES32 
“GT | TAR Seer 4,713 4,850 ~- 8,894 
2. Saree aausNots 269 428 23.6 246 
| 36. oe ieee 158 321 — 316 
BRIMAA . ccoisie cle. «ste 6,408 6,460 63.3 1,703 
EMER Sa saonsts overs sess 13) 44 — arin 
PRM «1/4)0,0,0.5,6 0,810, 5:0. 276 410 -- 123 
BPMN s ois, 5,0s0 916 000 522 584 41.1 305 
SISAM Ss, Vorc tere. Ss aie 13,514 14,525 29.4 11,923 
LN) AP eee eee — — — 1,406 


»urce: National statistics. 


83 
Percentage efining capaci 
of Dationet Byes of bie 
Rete oe metres/year) 

1955 1954 1955 1954 1955 ane 
65,257 89 84 65,044 73,890 17,379¢ 
34,117 78 69 35,438 43,840 7,929 

9,500 o2 52 9,590 11,585 — 

338 100 100 605 605 — 
4,090 50 7 2,328 5,950 3,675 
2,238 100 100 2,410 2,410 1,474 

760 96 54 1,183 1,183 — 

319 91 100 315 315 — 

12,797 100 100 14,665 17,450 2,780 
nen — a 1,391 1,391 —_ 


neluding production of natural petrol, except in Bolivia, Chile, Cuba and Mexico. 


neluding crude oil corresponding to derivatives exported. 
xcluding Cuba. 


fact that in absolute terms their number is too small 
permit of it. 


n 1955, some importers of fuels laid the foundations 
an improvement in their future production prospects. 
particular importance in this connexion is Argen- 
’s statement that it is hoped to produce 3 million 
e cubic metres of petroleum and natural gas by 
8-59. Chile in its turn considers that by 1958 most 
ts consumption requirements can be covered by do- 
stic output, excluding the demand of the large mining 
ipanies. 


e greatest progress in 1955 was achieved in the 
ing of national crude resources. Indeed, the in- 
ases of 23 per cent (including Venezuela) and 24 
cent (excluding Venezuela) recorded here are far 
her than the rates of growth attained by extraction 
consumption. The increments were extremely large 
Brazil and Chile and were substantial in Bolivia, Co- 
ubia and Venezuela. They confirm the world trend 
ards more refining of crude oil in the countries where 
| products will be consumed. 


3y 1955, countries such as Argentina and Uruguay 
e already refining sufficient supplies to meet almost 
their needs, while domestic refineries satisfied 40 per 
t of all consumption in Brazil and 35 per cent in 
le. 


oreover, installed refining capacity was used to 
ater advantage in nearly all the countries. The de- 
e of utilization in Brazil and Chile rose from about 
to 65 per cent. (See again table 78.) In Bolivia and 
lombia there were sizeable increases. But these im- 
»vements in utilization may give a false impression be- 
use they were achieved in plants which were completed 
1954 and did not operate at full capacity until the 
ly months of 1955, or even later. Much the same was 
e of Argentina and Mexico in 1955. In Ecuador, Uru- 
ay and Venezuela, the volume of refining exceeded 
installed capacity, which clearly indicates the pres- 
e exerted on existing installations and the need to 


expand them. Towards the close of the year, Latin 
America was installing new capacity equivalent to 23 
per cent of that in operation to date; if Venezuela is ex- 
cluded, this proportion falls to 18 per cent. The plants 
under construction and existing projects mean that a 
considerably increased rate of refining may be expected 
during the next few years. 


Because of the additional domestic refining of crude 
oil from both national and foreign sources, some imports 
of derivatives were replaced by crude oil, which was 
cheaper. Thus in 1955 crude oil represented 38 per cent 
of the total volume of imports of hydro-carbons, as com- 
pared with 25 per cent in 1954. (See again table 79.) 


The installation or expansion of petroleum cracking 
plants permitted imports of petrol and other light prod- 
ucts to be reduced. This was the case in Colombia, where 
petrol imports declined by 34 per cent, despite higher 
consumption. In Argentina, however, imports of deriva- 
tives rose more than those of crude oil (through insuf- 
ficient domestic production of heavy and medium deri- 
vatives) ; in Peru imports of fuel oil trebled, while ex- 
ports of gas and diesel oil more than doubled, a situa- 
tion which had obvious economic benefits. 


The relationship between the consumption of fuel oil 
and petrol altered a great deal in favour of the former, 
thus confirming the growing importance of energy re- 
placement. (See tables 80 and 81.) Consumption for 
motor vehicles rose less (except in Colombia, Ecuador 
and Venezuela), although at the same time an increase 
in the consumption of diesel and gas oil for such ve- 
hicles took place. 


It is interesting to note that, following the United 
States pattern, consumption of light derivatives (diesel 
and gas oil) has for more than twenty years been out- 
stripping that of the heavier product (fuel oil). This is 
probably a consequence of the trend towards a greater 
use of diesel locomotives for railway transport and of 
the larger number of vehicles using gas oil instead of 
motor spirit. 
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Table 81. 


Latin America 


(Percentages) 


Total 


Petrol 


Kerosene 


Diesel oil 


Fuel oil 


1954 1955 1950-53 1954 1955 1950-53 1954 1955 1950-53 1954 1955 1950-53 1954 1955 


1950-53 


Countries 


9.9 
Alf 


8.1 
16.7 


11.5 
14.7 


14.0 


10.1 


Latin America 


9.7 
25.6 


4.0 


1.4 
10.9 


7.1 


IDE 


0.3 


8.7 
14.6 


8.7 
22.7 


5.8 0.1 14.4 125 3.4 10.3 
199.0 


Pally? 


2.0 
5.2 


Argentina 


5.9 
14.7 


26.7 


15.9 


3.6 
12.1 


22.6 


24.3 


Bolivia 


13.8 11.9 


S74 


6.3 
14.9 


Sel 


10.4 


15.4 


23.3 WS 22.0 13.6 19.9 
25.0 


10.2 


Brailes tcscice 
Chile 


13.6 10.1 


sh 
ier 


8.3 


21.5 


10.1 


18.9 


28.4 


36.8 


23.2 


10.1 Wis 13.2 
12.0 


3.6 
11.4 


15.4 


20.4 


24.8 24.2 32.4 Die 19.4 17.4 


26.5 


9.8 
3.7 


Colombia ...... 


Ost 8.5 


25.3 


7.8 
8.0 
ayy / 


9.1 8.7 20.7 12.9 
16.1 


12.0 


12.8 


3.8 13.6 14.0 8.7 10.1 
15.1 


1d 
So:3 


5.1 
0.7 


Ecuador ..... 


2.2 
2300 


7.3 
13:3 


64.2 


10.0 


16.9 


30.5 


13.3 


0.2 


Peru 


32.6 


13.1 11.0 6.5 13.8 150 


58.3 


2.2 


90.3 


4.1 


Venezuela 


Source: Official data. 


Transport of crude oil, derivatives and natural gas 
continued to be a critical problem for some countries. 
The severe winter of 1955-56 in Europe led to shipping 
transport shortages for the Latin American countries and 
this resulted in higher freight rates. Since most of Latin 
America’s imports of crude are carried by sea and are 
exported by the major producers of the regiont—mainly 
Colombia and Venezuela—it is clear that inter-Latin- 
American transport should be rendered more independ- 
ent through the provision of larger tanker fleets. 


In addition, existing difficulties in the land transport 
of petroleum have greatly hampered the production pos- 
sibilities of some countries, apart from hindering the 
normal supply of fuels for domestic consumption. Bolivia 
is geographically well situated for meeting some of the 
petroleum needs of its importing neighbours, but in ad- 
dition to larger output, a system of pipelines, the cheap- 
est and safest means of transporting liquid fuels, is re- 
quired. The Mendoza oilfields, in Argentina, were obliged 
to limit their output to half a million cubic metres and 
the Campo Duran fields have not yet entered production 
for lack of transport, At the Bahia reserves in Brazil, only 
one-third of the potential productive capacity, or 2,500 
cubic metres daily in 1955, could be utilized, and a peak 
cannot be reached until the 50-kilometre pipeline to the 
port of Madre de Dios is completed; this pipeline will 
allow crude oil to be transported to the southern refin- 
eries of Brazil. 


The additions to Latin America’s pipeline network 
made in 1955—or the continuation of work under con- 
struction—represented a substantial contribution to the 
region’s petroleum system in real though not in per- 
centage terms. 


In Bolivia, most of the year’s investment in the petro- 
leum sector was for pipelines. The largest, which runs 
from Cochabamba to La Paz (6 inches and 370 kilo- 
metres) was begun and completed during 1955, and re- 
placed expensive rail transport. The town of Cocha- 
bamba, where the pipeline begins and which has a re- 
finery, is linked with the Camiri field, so that petroleum 
can reach the Altiplano area. Thence it will be exported 
to the Pacific through a new pipeline—the building of 
which has already been agreed upon—to the Chilean 
port of Arica. At a later stage, the producing fields are 
to be linked directly with the city of Sicasica (on the 
Altiplano) by means of a pipeline with a daily capacity 
of 8,000 cubic metres. To facilitate sales to Argentina, 
another pipeline (6 inches and 254 kilometres) was be- 
gun in 1955, which will link the Camiri fields with the 
frontier centre of Yacuiba and will be prolonged another 
27 kilometres to Aguaray (Salta). The results cannot be 
very effective yet because it is difficult to ensure trans- 
port to the main consuming centres in Argentina. 


Colombia—where, as in Bolivia, the topography causes 
serious transport difficulties—has solved the export prob- 
lem by means of a trunk pipeline, 538 kilometres long, 
from the two largest producing centres to Puerto Ma- 
monal (Cartagena) on the Caribbean and by the com- 
pletion of the Galan-Velazquez line (12 inches and 180 
kilometres), which will enable the output of this latter 


4OQf Latin America’s imports in 1955, half the crude and 85 
per cent of the derivatives came from Latin American countries. 
The remainder of the derivatives and 15 per cent of the crude 
were imported from the United States. 
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field to be increased. Obstacles to domestic supply have 
been partly overcome by the opening of the pipeline 
from Puerto Berrio to Medellin (6 inches and 180 kilo- 
metres). Moreover, there are plans to ling Buenaventura 
with Cali by a pipeline (6 inches and 100 kilometres). 


The two pipelines built in Ecuador and Peru, both of 
some 75 kilometres in length, were less important than 
those in Bolivia and Colombia. 


Except in Mexico, there were scarcely any additions 
to the existing network of natural gas pipelines in 1955. 
The shortage of tubing for pipelines—which it is hoped 
to overcome in the near future’—has helped to aggra- 
vate the deficit in the local supply of hydro-carbons in 
some countries. 


In Mexico, the industry has been obliged to increase 
overland transport for petroleum products because of 
the steady expansion of the domestic market. As a result, 
1955 witnessed the completion of the pipeline from Poza 
Rica to Atzcapotzalco (16 inches and 236 kilometres), 
which raised the pumping capacity from this field to the 
capital to 24,000 cubic metres daily. Combined with this 
pipeline is a propane pipeline with a daily capacity of 
480 cubic metres. During the year the daily capacity of 
the Minatitlan-Salina Cruz pipeline was doubled and now 
stands at 5,000 cubic metres. The policy in Mexico is to 
expand the pipeline network and, in addition to the con- 
struction of new pipelines, it is planned to build new 
connecting links. Among these is the Tampico-Monterrey 
line (12 inches and 490 kilometres), which will be used 
for transporting refined products, and that from An- 
gostura to Veracruz (20 inches and 80 kilometres) to 
carry crude oil. Both pipelines are designed to transport 
4,000 cubic metres daily, but the former can be enlarged 
to double its capacity. Pipelines to connect Salamanca- 
Aguascalientes-Zacatecas and Monterrey-Torreén are un- 
der construction, while plans include a branch from Rei- 


5 In Argentina, for instance, it is expected to finish what little 
work is still pending on the gas line from the south to Buenos 
Aires and the building of another pipeline from the north. 
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nosa to Monterrey and the extension to Chihuahua 
the Monterrey-Torreén pipeline. 


4. PRODUCTION AND CONSUMPTION OF ELECTRIC ENER 


Increases in electric generating capacity—which wel 
slightly greater for hydro-electric than for thermic plat 
(see tables 82 and 83)—and the improvements in t& 
linking up of some zones, led in 1955 to considerabl 
increased production of this type of energy in Lat 
America; but even so, all the regional deficits w 


existed in 1954 have not yet been eliminated. 


Although electric energy production was raised 
means of increases in the generating capacity, it did 
suffice to meet demand and, apart from a few & 
tional cases, could not cover accumulated deficits. Tif 
shortages were particularly acute in some of the | 
urban centres, while supplies in many rural zones sh 
considerable improvement. It seems probable that, 
an ample supply of electric energy been available, 
dustrial output would have grown far beyond the 19 
level and substantial economies in fuel or energy couk 
have been achieved through electrification of overload 


es 


os 


sections on some railways. In Mexico, out-of-date ani 
highly uneconomic units for thermal electricity wer 
taken out of operation (to total of 56,000 kW); thel 
consumption per kWh was double or even three timé 
that of more modern units. The fact that this could nf 
be done in other countries has meant the retention 
one more cause of poor utilization of energy and lo 


efficiency. 


Although official attention is increasingly focusse 
on the utilization of the sources of hydro-electric energi 
these increased to a very small extent in proportion 
the total, partly because hydro-electric undertakings wex 
not completed or there were as yet no transmission line 
as for instance at Nihuil (Argentina) .® The situation k 


6 The thermic plant at San Nicolas presents a similar cas 
because, for lack of transmission lines, it must remain idle f 
most of the time. 


Table 82. Latin America: Electricity production for public service 
eee 


Annual rates of growth 


Total ercentage 
Millions of kWh ib ass pas ees 
1954 1955 1954 1955 sige 1954 1955 
Latin America ..... 29,550 32,880 62.1 63.5 5 
= 6 
Argentina = RRS 5,540 5,944 6.0 6.0 3.6 8.1 te : 
Bolivia eMart te qataidis.t 215 225 74.4 73.3 6.3 2.8 4.6 
Brazil oberon acto ciate 10,730 12,200 79.5 79.5 8.0 16.9 13.7 
Chile Dette eee e eee. 1,695 1,902 83.5 86.3 8.7 9.1 12.2 
Colombia eee a outhay orace 1,630 1,800 69.3 69.4 11.6 13.2 10.4 
Coueice, See 218 260 > t. 15.6 3.5 19.2 
i ee 1,032 1,134 & 10.0 9.0 9.9 
BiCtHad one Ry<oe cies aot 193 212 41.7 43.9 7.9 10.0 10.0 
Rt Stiestes ce 76 92 a 'y 65 41 
Guatemala ........ 185 197 8.7 4.4 oa 
Hdadurat"ee 60 62 5.4 25 
Mexico Sa eeipicteo Ae 5,078 5,652 44 49 9.0 10. 5 aie 
Nicaragua’ ........: 42 49 — — 17.6 21.0 
Pehaniatind wat 8 105 114 = x 5.8 4.6 ee : 
Pern recent es 566 615 83.7 84 9.2 10.1 8.6 
Venecnel eee 1,080 1,250 - a 12.0 13.3 15.7 
; : 
Source: National statistics. 8 Cumulative annual rate. 
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Existing 

fry 1984 1955 
entina Buherate  sfoterctaieinve trait ie-atina 6 or 1,572 1,629 
pvia Mere vevsvoveterviter aiiele lajgualtl clal's « </s aXelw 107 117 
WAIN (55:6 0) «i/sie\s are. oia'si6. DS aptaieter tava its 2,647 2,904 
_. 9 0 CSCO S Eee ear Seite 425 526 
ERIN MCT eA Vete eres eis, 6 evese aisvalese’nss, os 365 420 
BMC A Saree corre 85,5060 ocaceics oS od 45 57 
BY Fe cielarsice:s cavakovsts case. « ciaic ces 2578 2974 
Seanrcan Republic ..... ......... 608 608 
ICO ececoniccect acca are 47 48 
BeERVe OD Ment seme eee bcc le dees 50 50 
SCUIA RMR arte ics ee eee h at 41 44 
RROMEE oS UG os Sc ees ahe oles Priester eens af 25 258 
BE IAS MES arose, o eras oe s00, eles sw e-n%s a 19 20 
LED 60 SRC OW GCC COOr eae 1,400 1,479 
RERHES ILA WEetcta stele lols (aNeveisiais) stale Sicievate'e 25 28 
BPEPISIDMMTAsT els 70) o(80 el ole siete oldicievc ce we 6 63 29 29 
OR cigkcoccpernenpocas Ria Govier’ 47 47 
PORT e litho co alee .oielesls s Zia sieeed se see's 173 200 
SPIRE cue acts atavess « cide fies. d aw ant 270 270 
onli “Spas {ee ee 290 335 
ReEIGATIN A METICA s.. os 00s ocecesisoe 7,804 8,495 
mte foreign capital...........006 4,291 4,527 
BeeerCH Ita nea. ce oe cies ns vnc 0 1,916 2,366 
PRMRCADILBIO iene cect vec tects es 1,597 1,602 


bource: National statistics. 
+ Estimated. 


» Only the Federal Electricity Commission. (See note ¢ in table 88). 
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Table 83. Latin America: Installed Capacity of electric power plants 
(Thousands of kW) 


Public service 


Percentage of 


Und 
hydro-electric SES REEL, 


Total (public 


plants Percentage of and private) 
1954 1955 Total ae ees ie 1954 1955 
4 6 603 49 2,002 2,069 
64 70 15 80 107 ‘117 
78 80 Aisles 2 94, 2,806 3,065 
fAl adi 124 96 856 958 
554 Gane 270 70 480 520 
84 70 45 74 52 57 
3 Z 80 = 530 635 
— — as — 60 60 
44. 43 18 67 60 63 
50 50 15 100 55) hs 
64 66 15 100 40 44 

— — es ts — 25 25 
22 25 Z 100 15 20 
44 49 552b 91 1,850 1,930 
“a és 30 = 25 28 
jae — css — 30 35 
= a= ee ays 47 50 
84. 84 80 100 332 391 
44 care 1378 64 290 290 
24 bites 315 32 445 500 
48 51 3,450¢ 163 10,113 10,851 

520 

2,730 

200 


It is estimated that private power plants under construction reached a total of approximately 150 thousand kW at the end of 1955. 


hntries has not changed, so that thermic energy con- 
ued to predominate over hydro-electricity in Argen- 
la, Mexico and Venezuela, but not in Brazil, Chile, 
wu, etc. 


But there are some countries where sources of hydro- 
tric energy near densely-populated centres are be- 

ming exhausted and others where a large economic 
ential exists and in several cases, interconnexion has 

ercome difficulties arising through water shortages or 
reased consumption (Rio de Janeiro-Sao Paulo area; 
tral zone of Chile). 


Inadequate rainfall in some areas of Latin America— 

instance, in several Mexican states and parts of Sao 
ulo State in Brazil—affected energy supplies by re- 
cing the level of water in hydro-electric reservoirs. 
is factor once again emphasizes the desirability of im- 
oving and stabilizing effective hydro-electric potential 
- regulating water courses, building compensatory res- 
voirs and interconnecting, as far as possible, zones with 
ffering rainy or thawing seasons. Little progress was 
ade in this field during 1955, although plans are being 
de to remedy the situation. Exceptions are the inter- 
nnexion of plants in the central zone of Chile, the 
nforcement of the links between Sao Paulo and Rio de 
neiro in Brazil and the interconnexion of the central 
stem in Mexico. 


As regards the use of hydro-electricity, in spite of in- 
eased production and consumption in absolute terms, 
; percentage share within the total consumption of 


commercial energy has remained practically unchanged 
over the last five years. (See again tables 74 and 75.) 
Prospects are improving, owing to the work under con- 
struction, to greater activity in prospecting for hydraulic 
resources and to the selection of better sites for imme- 
diate utilization, although not many complete draft proj- 
ects exist. Governments are also concentrating more at- 
tention on works aimed at the multiple utilization of 
hydraulic resources. The major event of the year in this 
sphere took place in Colombia, where the recently-created 
Comisién Auténoma del Valle del Cauca has just com- 
pleted the first stage of its programme for the develop- 
ment of the river basin, involving 220,000 kW of energy 
by 1962 and 290,000 hectares under irrigation, At the 
same time, work continued in Mexico in the valleys of 
Papaloapan and Tepalcatepec. In Peru, renewal of work 
in the Rio Santa revives the possibility of this region’s 
integral development in the near future. 


Apart from the common difficulties described, each 
country has its own peculiar electricity problems. In 
Argentina, for example, the pronounced shortage which 
had been apparent for some years continued in 1955. 
Unsatisfied demand is particularly acute in Greater Bue- 
nos Aires, where consumption represents 70 per cent of 
the national total. The deficit in this zone, estimated at 
300,000 kW, over and above the existing 840,000 kW, 
has led to the introduction of severe restrictions and 
no new connexions are authorized. 


The supply of electric energy in Bolivia improved in 
the capital, where the company holding the concession 
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brought into operation units for slightly over 8,000 kw 
to supplement existing hydro-electric sources. Additions 
elsewhere in the country were of very little significance. — 


The serious problem of the lack of electricity in Brazil 
during 1954 was partly solved in 1955; rationing was 
temporarily lifted in Rio de Janeiro and to a lesser de- 
gree and more irregularly in Sao Paulo, despite increased 
consumption.” 


Chile’s electricity supplies improved in 1955 with the 
inauguration of the interconnexion system in the central 
zone and the entry into operation of the new hydro- 
electric power plant at “Los Cipreses”, which has a ca- 
pacity to 104,000 kW.® The Government of Chile, be- 
cause of delays in the programme for expanding installed 
capacity, decided to continue the rationing of electricity 
consumption in the central provinces during the winter 
of 1956 along lines similar to those followed since 1953, 
with a view to controlling the growth of demand until 
such time as it can be fully covered. 


Colombia made some progress in reducing the acute 
shortages of electric energy in industrial zones and in 
extending the supply to new areas and municipalities. 
However, some of the large towns (Bogota, Cali, Me- 
dellin), were still in a difficult position. 


In Mexico, the aggregate electricity supply in 1955 
exceeded the high rates of growth of previous years. 
Even so, owing to a fall in the water level of the hydro- 
electric reservoirs, serious problems arose in connexion 
with the supply of electricity to the States of Jalisco, 
Michoacan, Guanajuato, Querétaro and San Luis Potosi. 
The rate of increase in installed capacity (7.3 per cent 
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if equipment withdrawn from service is included) y 
lower than during the previous five-year period (‘ 
per cent annually), because certain large projects we 


completed in 1950-52. 


Whereas energy shortages persisted in Ecuador, G 
temala and Honduras during 1955, electricity producti 
in Uruguay and Venezuela kept pace with demand. 


5. THE SUBSTITUTION PROCESS WITHIN THE 
ENERGY SECTOR 


Stationary coal consumption and a slight declin 
the demand for vegetable fuels are indications that t 
forms of energy are being displaced, particularly by fue 
oil and natural gas. This substitution is caused not onl 
by technical advantages—which are particularly obv 
for railways and in the thermic generation of electri 
—but also by the fact that price policies usually fa 
hydro-carbons. 


The replacement of coal in certain activities by na 
gas or fuel oil is evidenced in that its use in Latin A 
ica has declined in percentage and, at times, in absolut 
terms. Aggregate consumption rose by only 25 per 
from 1954 to 1955. (See table 84.) With the excepti 
of Colombia, where the production level rose by 20 
cent over 1954, the situation in all the other countr 
remained practically unchanged; the increase amountej 
only to 2.5 per cent, which reveals a general stagnation 
Imports as a rule declined, and in some cases sharply 
as in Argentina. One of the few exceptions was Brazijj 
where imports rose by nearly 25 per cent, largely becaust 
of the expansion of steel making. 4 


Table 84. Latin America: Coal situation* i 
(Thousands of tons) 


Rates of growth 


Production Consumption of consumption Percentage imported 

1954 1955 1954 1955 1950-1953 1953-1954 1954-1955 1950-1953 1954 195: i 

Latin America® 5 ene 6,817 7,249 9,560 9,750 1.0 3.0 2.0 30 29.7 26 4 
Argentina ROA Oe ete 107 151 1,678 1,641 —1.3 0 —2.3 98 89 90 ‘ 
Brazil OER POM Ra 1,439 1,478 2,247 2,485 —5.8 Sheil 10.6 47 42 47 q 
Chile ee 2,267 2,308 2,501 2513 4.3 —1.4 0.5 6.7 10.1 9K 
Colombia Seki ree RIE 1,500 1,800 1,500 1,800 6.8 21.8 20.0 — -5 Bi! 
Mexico ™! SRe: tes of 1,314 1,343 1,366 1,384 ie, —8.4 ils 2 4.9 38 
Beravah, alt tal. aniee: 158 139 139 139 3.4 17.0 0 = = Bil 
Uruetia vats oe Hanae: — — 85 90 —8.0 2.0 5.9 100 100 100 d 
Vien etticlayitteen tant.coalve 32 30 33 31 5.0 9.3 —6.0 3 2 20 
| 


Source: National statistics. 
8 Coke is included in imports. 
b Imports of other countries not specifically listed are included. 


Production in several countries remained stationary, 
reflecting the serious setbacks encountered by the coal 
industry. Among the obstacles common to many coun- 
tries were the absence of mechanization, transport and 
washing plants, while difficult conditions at the mine 
faces and the dispersal of operations over a large 
number of small workings also hindered output. To 


7 Notwithstanding the considerable increase in capacity achieved, 
it is estimated that early in 1956 there was still a large deficit 
which will be partly covered by the plants currently being con- 
structed. 

8 For details of this plant, see p. 93. 


overcome the problems, substantial investments in th 
different items would have been necessary and, if the 


had been made, would have helped to reduce the hig, 
market price of coal. 


_ The development of Latin America’s heavy industn 
is becoming a focal point for coal mining. Almost 
million tons of coal were consumed in 1955, of whi 
no less than 1.5 million tons (or over 15 per cent of 
consumption during that year) were used for metallu 
gical coke, mainly for the steel and rolling mills. I 
Brazil, for instance, coal consumption for metallurgic: 
: 
: 
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poses represents nearly 20 per cent of all coal con- 
ption; in Chile, 16 per cent; and in Mexico, 35 per 

t. In addition, over half a million tons of charcoal 
e also used for steel making, mainly in Argentina 
Brazil, and this figure is rising. 


fhe downward trend in vegetable fuel consumption, 
icularly since the war, has already been mentioned. 
| quantitative assessment can be given for most of the 
in American countries because statistics are not 
ilable; but in both Argentina and Brazil the decrease 
jounted to 2 per cent during the period 1954-55, and 
ected the natural trend towards modernizing fuel- 
fning equipment. Nevertheless, the remoteness of the 
rces of supply, together with transport difficulties, 
ch result in relatively higher prices for vegetable 
ils in centres far from the source, has meant that their 
| often declines with greater rapidity than would have 
n desirable from the economic standpoint. In fact, 
s decrease has had to be compensated with petroleum 
ivatives which are frequently imported, thus causing 
ous balance-of-payments difficulties in some countries. 


lt is interesting to note the higher consumption of 

al gas, particularly in Argentina, Mexico and Vene- 
la, not only at the oilfields and the refineries in their 
finity, but also in industrial and urban centres. In 
95, the residential use of natural gas rose by 3 per 
jt in Argentina and 7 per cent in Venezuela. More- 
r, there is a growing rapid increase in the use of 
id gases derived from petroleum, which are more 
jily transported in containers in many towns which 
tviously lacked such facilities. 


Residential consumption of refinery gas—either liquid, 
mixing with coal gas, or the original gas—increased 
ting 1955 in proportions of 62 per cent in Brazil, 43 
-cent in Colombia and 12 per cent in Peru. Particu- 
ly noteworthy was the strong impetus given to such 
sumption in Argentina, Brazil and Colombia. Simi- 
ly, in Chile there are plans to construct a pipeline from 
| Concén refinery to Valparaiso and Santiago to sup- 
ment the supplies from existing sources; some of the 
} will be sold in containers. In Argentina and Uru- 
hy all refinery surpluses are at present employed and 
| utilization of gas transported in containers is wide- 


lead. 
. . . 
Some consideration may be given to the reasons why 


jroleum derivatives are so rapidly replacing coal and 
tetable fuels. The technical superiority of hydro- 
tbons over solid fuels is well known; they are easier 
supply and handle as well as more efficient and eco- 
mical in use. There are also specific technological ad- 
ntages of a different kind, which only become evident 
jough the use of hydro-carbons, as in the case of 
esel locomotives, whose suitability for haulage pur- 
ses contributes greatly to fuel economies. Price rela- 
s between the different fuels, which usually favour 
rroleum derivatives, emphasized the trend; so did the 
re reliable guarantees of a regular supply to the con- 
mer. 


The rapidly increasing substitution of Diesel units for 
am engines, together with the more intensive utiliza- 
n of the former and the partial transformation of coal 
wood furnaces to fuel oil burners, is contributing 
re and more to the predominance of petroleum con- 
nption. Data available for several countries show that 
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coal and wood consumption in 1955 declined or re 
mained stationary on the railways. On the other hand, 
the increase in thermic generation of electricity—which 
may perhaps have been effected almost entirely through 
the greater use of fuel, Diesel oil and, at times, natural 
gas—helped to raise the level of demand for these pet- 
roleum derivatives. Moreover, the growing consumption 
of natural or liquid gas from refineries limits the use of 
coal for producing gas and even threatens to eliminate it. 


Price policy is a weighty factor in the above examples 
of transport and electricity production, but it is not 
decisive for industry in general because of the relatively 
small incidence of the price of energy upon the cost of 
the product. 


There is no constant ratio in Latin America between 
coal and fuel-oil prices, when both are expressed as 
equivalents of potential energy; generally speaking, 
however, the latter is much cheaper than coal, just as it 
is in the United States. 


In addition, there were very unequal variations in the 
prices of the various forms of energy during 1955. The 
changes were not even uniform within any one given 
country and were rarely adjusted to variations in the 
cost-of-living index. Although, broadly speaking, in- 
creases in fuel-oil prices were slight, this was not the 
case with medium derivatives (Diesel and gas oil) where 
very high percentage rates were attained. The abnormal 
price ratios which had existed between these fuels and 
had led to an undesirable trend in consumption, were 
corrected by these adjustments.® 


The disparity in relative prices was on occasions due 
to a policy of indirect government subsidies or bonuses 
to petroleum producers or consumers, granted through 
preferential exchange rates for imports of crude oil and 
petroleum derivatives. The rates so fixed are usually 
lower than the average rate applied to imports. Hence 
these fuels in fact receive a subsidy and their consump- 
tion is encouraged, so that in some cases they are in an 
advantageous position in relation to domestic fuels, par- 
ticularly coal. Had this preferential rate not been ap- 
plied, fuel prices would have been considerably higher. 
Argentina, where the exchange rate which had governed 
imported fuels was eliminated and the uniform official 
rate was applied to them, provides evidence of this fact. 


6. PETROLEUM AND THE EXCHANGE BUDGET 


The growing increase in petroleum consumption has 
led to difficulties in those countries where it has been 
unaccompanied by a corresponding rise in domestic pro- 
duction. As a rule, supply has kept pace with demand, 
but not without some sacrifices in countries such as Ar- 
gentina, Brazil and Chile. Fuel imports in these three 
countries have expanded much faster than the capacity 
to import, thus exerting considerable pressure on the 
balance of payments. Moreover, fuel purchases have been 
made at the expense of capital goods imports essential for 
accelerating economic development. During 1955, Latin 
America’s fuel imports (736 million dollars) amounted 
to 10.2 per cent of all purchases abroad, whereas the 
corresponding proportion was 9.2 per cent in 1951-54. 


(See table 85.) 


In the early months of 1956, adjustments of this type took 
place in Argentina, Brazil, Chile and Ecuador. 
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Table 85. Latin America: Incidence of fuels on the value of all imports in 
selected countries 


(Percentages) 


eg Be ee ee ee eee 


Years Argentina Brazil 
LOZ4-38 ime ccpeietste ents 8.3 12.4 
TGAG-50 Peepers eietetet to oct 11.6 10.5 
195 1D Sie otchevetaoietetcievehe 19.6 12.8 
OBE Gabo 65he ooo 18 18.7 
LOSSME Pere vieeicoree rent 13.42 21.7 


Source: National statistics. 


@ The decline was due to the substantial increase in all Argentine imports, since the value of fuel 


imports remained constant. 
b Estimated. 


Although these aggregate figures provide some gen- 
eral idea of the magnitude of the problem, they are in- 
sufficient to show what effect the measures adopted to 
solve it will have. For this purpose some individual cases 
should be studied in more detail. The considerable in- 
crease in refining capacity achieved in Latin America has 
favourably influenced exchange savings. Even though the 
refineries have to use imported crude oil, their operation 
saves any given country a considerable sum of foreign 
exchange; this saving is naturally greater when the com- 
plete cycle—from the extraction of crude oil to the pro- 
duction of derivatives—takes place within the national 
territory. 


Brazil and Chile provide good illustrations of the 
effects of domestic refining and production of petroleum. 
In Brazil, the three plants which were in operation in 
1955—Presidente Bernardes, Capuava and Marguinhos 
—refined 3.5 million cubic metres of crude oil in the 
year, with a value of 70.5 million dollars. It would have 
cost 87.2 million dollars to import the derivatives made 
from this crude oil. Gross savings in exchange were 
thus 16.7 million dollars. Since the external commit- 
ments involved in the building of these refineries 
amounted to 60 million dollars—that is, two-thirds of 
the total investment—they can be amortized in three or 
four years simply through the foreign exchange saved. 


A further case in point is that of Chile. Production at 
the Concon refinery required the investment of 10.5 
million dollars and led, in 1955, to exchange savings of 
approximately 3 million dollars. 


Domestic production of crude petroleum naturally in- 
creases the economy in foreign exchange. In 1955, the 
extraction of 321,000 cubic metres in Brazil and 410,000 
cubic metres in Chile represented decreases in foreign 
currency expenditure of 6 and 8 million dollars, respec- 
tively. When these figures are compared with the ex- 
change saving effected through refining, it may be seen 
that crude production has led to an economy almost four 
times greater than that obtained by refining the same 
volume of imported petroleum. 


7. THE EVOLUTION AND FINANCING OF ENERGY 
INVESTMENT 


The capital invested in Latin America during 1955 to 
raise energy production constituted a large share of total 
investment in the region; it was also comparable to such 


Total Latin 


Chile Cuba Uruguay America 
‘ 
7.9 5.9 4.8 — 
10.1 5.0 (3) —— 
2 ec 10.4 9.2 
15.5 10.8 13.0 9.3 
15.4 12.9 13.0 10.2 


investment during the immediately preceding years. I 
all activities related to electricity and fuels are taken int 
account, even those which only represent exports, as 1 
the case of most of Venezuela’s petroleum, a figure o 
approximately 1.2 billion dollars for gross investment 
1955 is reached. This is nearly 14 per cent of the est 

mated 8.7 billion dollars invested in Latin Americal 
economy during the same year. Of the investment im 
energy, approximately half corresponded to public el 
sources and the other half to private capital, mostly ox 
foreign origin. Their relative shares varied according td 
the branch concerned; for instance, official public enter} 
prise represented 75 per cent in electricity and 29 pers 
cent in petroleum. By subtracting from total petroleum 
investment the amount required to produce petroleum 
exports—which corresponds mainly to Venezuela—tha 
investments that were needed to ensure supplies for thé 
region can be established. (See table 86.) The result i 
875 million dollars, or 10 per cent of total gross invest 
ment. This representative percentage should be regardec 
as approaching that required to maintain the rate oi 
energy supply in Latin America. In point of fact, count 
tries such as Chile and Mexico, with active national 
electrification programmes and development projects fo 
their fuel reserves, have in recent years devoted 10 t 
12 per cent of their domestic capital formation to energy 
purposes. 


D 


s 


i 


Table 86. Latin America: Total investment in ener ovr 


Percentages 


for domestic supply, 1955 
(Millions of dollars) 
Foreign Percentl 
Public private Othersb Total ages ; 
Electricity: 
Public service.. 365 100 20 485 56 
Private facilities — 20 10 30 3 
Petroleum ....... 200 145 5 350 40 
Coal tree nycerrcet 5 — 5 10 q 
ToTats 570 265 40 875 
100 


Source: National data. 


‘If that share of investment in petroleum which was used fo 
exports outside Latin America is included, the amount correspon 
ing to foreign private enterprise in petroleum rises from 145 ti 
485 million dollars. The total for petroleum would thus increas 


from 350 to 690 millions and the grand total of 875 million woul 
rise to 1,215 million dollars. i 


> Represents local private capital and small municipalities. 
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eedless to say, investments in the larger countries 
siderably influence the regional total. Since invest- 
jnt was relatively low in Argentina during 1955 and 
jo fell off somewhat in Brazil because large electrical 
pjects had been completed, the percentage for the rest 
jLatin America may perhaps be a little higher. On the 
sis of these approximate global figures, it seems clear 
at the regional effort in the field of energy is propor- 
ate to the available means. But this does not neces- 
fily mean that all problems have been solved, particu- 
ly in the large urban areas where great pressure was 
exerted by demand. 


— 


e composition of gross annual investment in energy 
domestic consumption reveals that nearly two-thirds 
) 70 million dollars—represents the operations of large 
\dies established in several countries to organize the 
stematic development of national energy supplies, and 
anced by public funds. The electricity sector, because 
tariffs do not follow the rise in the cost of living, has 
ally been the least attractive to private capital; as a 
sult it has been the primary object of official efforts, 
d received 64 per cent of total public investment in 
Wergy in 1955. The 570 million dollars involved consti- 
ted 22 per cent of gross annual public investment in 
Ne economy of the region as a whole, which was esti- 
ated at 2.5 billion dollars. This reflects the greater rela- 
re importance attached to energy by the public sector, 
ce, as indicated above, the private capital thus in- 
jsted absorbed only 10 per cent of aggregate national 


1 
: 


| 


| Almost half the capital formation by foreign private 
jvestors corresponds to United States and Canadian 
)mpanies which hold concessions for the electricity sup- 
in many capitals and large towns; the remainder 
} accounted for by foreign corporations which serve 
jcal markets with domestically produced or imported 
troleum. 


\Electricity companies obtained more credit for their 
velopment than during 1954, in both foreign and local 
irrencies. 


| International official loans granted for energy in Latin 
jmerica during 1955 amounted to 17.5 million dollars 
om the International Bank for Reconstruction and De- 
tlopment and 26.6 millions from the Export-Import 
lank. The combined credit exceeded by 16 per cent that 
anted by these institutions in 1954, but there was some 
hriation in their respective contributions: in 1955 the 
ternational Bank provided only half as much capital 
sin the previous year; conversely, the Export-Import 


ank had loaned only 750,000 dollars in 1954. 


The International Bank conceded a loan of 4.5 million 
ollars to the autonomous enterprise which was estab- 
shed with public funds to supply electricity to Cali 
colombia). This sum is to be devoted to expanding by 
0,000 kW the Achicay4 plant—for whose first 24,000 
W, recently inaugurated, the same Bank provided credit 
_and to the installation of a 12,500-kW thermal plant 
t Yumbo, which will operate with domestic coal. A 
irther 5.5 millions were granted to Usinas y Teléfonos 
el Estado, in Uruguay, for a third 50,000-kW unit in 
ie thermo-electric plant at Montevideo, the second unit 
f which had also been installed with the aid of the bank. 
inally, 7.5 million dollars were loaned to Nicaragua 
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for a new 30,000-kW power station and its distribution 
network in the Managua zone. These loans brought the 
total authorized by the International Bank for Recon- 
struction and Development for the expansion of Latin 
America s electric energy to 307 million dollars, or ap- 
proximately 46 per cent of the total granted throughout 
the world for electricity, and 49 per cent of the aggre- 
gate loans assigned to Latin America. 


Export-Import Bank credits for energy included 2.5 
million dollars for the power station in Nicaragua men- 
tioned above, and 1 million to the Instituto Costarricense 
de Electricidad for the purchase of generating equipment 
based on Diesel engines. The remaining 23 millions were 
used for the expansion programmes of Mexican power 
companies financed by foreign funds. This Bank’s total 
outstanding loans to Latin America for electricity sup- 
plies amounted at the beginning of 1956 to 160 million 
dollars, or 10 per cent of all its loans to the region. 


Among the operations of those national institutions 
which grant credit from public funds for the develop- 
ment of electricity supplies, the work of the Banco do 
Desenvolvimento Economico of Brazil was important. 
Although the aggregate credit granted by this bank fell 
considerably in 1954-55, loans for electric energy rose 
by 44 per cent and amounted to 1.57 billion cruzeiros 
(approximately 34 million dollars) 4° which absorbed 46 
per cent of the bank’s loan capital. This financing has 
benefited private enterprise, both national and foreign, 
as well as para-Statal organizations. 


The Nacional Financiera in Mexico also finances light 
and power companies formed with official and private 
capital and almost 16 per cent of its loans and invest- 
ment was used for this purpose. 


In Chile, the national electricity enterprise has been 
financed through the Corporacién de Fomento, which 
has channelled all its financial aid to the sector in ques- 
tion through this body. Such contributions have recently 
been restricted through the shortage of official funds. 


In Cuba, the Nacional Financiera has provided funds 
for energy development, among which is a long-term 
loan for 8 million dollars to the foreign concessionnaire 
of the public service in Havana. Loans from the Banco 
Industrial in Argentina to a value of 350 million pesos 
were earmarked to help two power companies. 


8. INVESTMENT IN ELECTRICITY AND PETROLEUM 


It is interesting to evaluate relative contributions to 
the different undertakings in the sector of public elec- 
tricity enterprises, where investment in 1955 was esti- — 
mated at 470 million dollars. This sum corresponds to 
work which led to the installation during the year of a 
generating capacity of 690,000 kW and which, at the end 
of 1955, had 3.6 million kW in course of installation, for 
completion over the subsequent three or four years. 


10 For the conversion of this sum, representing only local ex- 
penditure, a rate of exchange has been used which approximately 
represents the real par value of the foreign exchange. Other 
equivalents of investment will be found at a later stage, which 
include expenditure in foreign currencies that have usually been 
converted at the official rate. 
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The future programme, which represents the creation 
of almost 1 million additional kW annually, would in- 
crease the present capacity of 8.6 million kW at an an- 
nual rate exceeding 10 per cent. This is undoubtedly a 
good average for Latin America. If sustained for several 
years, it would raise the level of electricity consumption 
substantially, certainly above that observed during the 
period 1946-55, when the average rate of growth of elec- 
tricity capacity for public use was 7 per cent annually. 


Table 87. Latin America: Electricity enterprises financed mainly from public funds* 


Under ; 
In operation construction 
Country Enterprise 1953 1954 1955 1955 
Argentina ........ Aguas y Energia Eléctrica..............- 150» 191 248 603 
Provincial) governments) oy; se +: «ee 78> 78 78 20> 
Brazilegeys f(t 850i Cig wiidra Sao" MP Tanciscomeemriair. <6 cl + als — 120 180 180 
Cia. Hidr. Rio Pardo (Sao Paulo) ........ — — — 126 
Cia. do Paranapanema (Sao Paulo)...... — -- — 68 
Centrais Elect. Minas Gerais............. 14 35 83 126 
State Government, Rio Grande do Sul..... 51 51 54 30 
State Government, Espiritu Santo......... — 103 
State Covernment, Bahiavwessen. sce. soe —_ = — 20 
State Government, Rio de Janeiro........ _— — 13 16 
Orhérs- 42 Fos SS cee tates io ae dete —_ — — 20 
Ghiles atic aees Empresa nacional de Electricidad........ 207 207 310 125 
Golombiaaie-.esee Varlouseatnicicc atest: eal etic ie oso. 6 csts 230b 250 280 250 
Costa Rica’... Inst: Cos. Ric. de»Hlectr........... Delerosiens 5 8 10 42 
Empresa Municipal de Quito............ 12 12 14 3 
Keuadormar. sete: Others Wratectasswisar ene EEN oie tue eve otee — — — 104 
El Salyador ...... Gom-pHidre RiosLempa gaaeceiersciee «alte — 30 30 15 
Mexicomeet elas Cont-eleda dem Wlectro: «.ieaateacts ssi «sete 375 479 604 552 
Nueval Gia) Elec. Chapala. «sasemeos se sels 108 108 108 — 
INicaragtas ccc se Emp. Nace derLuzty Buerzasccenacs cs siete 7 7 10 30 
f Eder ri ee Se Roan bee Corps Pesuanagdel |Santaascomace.coea see — — — 50 
Wruguaye «es soe se Usinas y Telf. del Estado................ 246 296 296 137» 
Venezuela ........ Corp. Venezolana de Fomento............ 60 88 93 95 
Rio Caroni project......... Rereeelaieit) eakece — -= — 100 
TOTAL 1,538 1,960 2,409 2,730 


Source: Official data. 


4 Including enterprises in which public funds have provided most of the capital either through autonomous agencies 
or national, provincial, state or municipal governments. Of the latter only those of some importance for the whole of 
the country are included, small municipal plants operated directly or through concessionaires in small communities 


not being taken into account. 
b Estimates. 


¢ Instituto Nacional de Aguas y Fomento Eléctrico and large municipal enterprises, such as those of Bogota, Mede- 


llin, etc. 
4 Includes the 5,000-kW project at Riobamba. 


The investment placed by these organizations is di- 
rected mainly to the production of electricity, which is 
transferred in high-tension form to third parties who 
act as distributors. In this way it is hoped to establish 
a supply which will encourage the collaboration of private 
capital. This policy has yielded some results in Chile 
and Mexico. Nevertheless, it is sometimes becoming nec- 
essary—even in those countries—for official bodies to 
help to finance the distribution companies, or to take 
over the actual distribution activities to ensure that 
services will be available in new areas or that very large 
projects will receive adequate attention. 


During 1955, the major responsibility for financing 
energy investment in Argentina was left to the State. In 
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From another angle, some 75 per cent of the tol 
completed and under construction at the end of 1% 
was the work of organizations financed with large publi 
state or municipal funds, which at present only accou 
for 28 per cent (2.4 million kW) of the total installh 
to date. (See table 87.) These figures indicate the rela, 
tively rapid rate of development of such enterprise 
which had only some 300,000 kW in operation in thr 
countries (Chile, Mexico and Uruguay) ten years ago, 


Generating capacity 


(In thousands of kW, at end of year) 


consequence, the building of all new power plants isk 
entrusted to Aguas y Energia Eléctrica, a national agency j 
whose operations have not yet attained large proportions. 
In fact, during 1955 only a little over 50,000 kW entered i 
operation, completing an installed capacity of 250,000) 
kW, or scarcely 12 per cent of the national total.11 


11Jn January 1956 some 600,000 kW were being installed. It 
is planned to invest the equivalent of some 63 million dollars inh 
these plants, a figure similar to the 65 and 59 million dollars in-/ 
vested in 1954 and 1955, respectively. Apart from a large thermo} 
electric plant for the immediate relief of Greater Buenos Aireah 
Aguas y Energia Eléctrica is studying the development of major 
hydro-electric projects. Because hydro-electric energy sources areé 
so far from the consuming centres, it can usually only be ex- 
ploited in units large enough to ensure that it is economically : 
worth while to install the necessary transmission lines. 


Until the national agency provided for in the electrifi- 
on plan is established in Brazil, autonomous regional 
fies are responsible for any public investment in the 
or. Some of these bodies exploit one specific resource, 

the case of the Sao Francisco river, where 60,000 
| were inaugurated in 1955, or of the Pardo river in 
b Paulo State, where the project concerned is under 
struction. Other new plants are State undertakings, 
a Minas Gerais, Rio Grande do Sul, Espiritu Santo, 
ia, etc., where a combined total of 420,000 kW was 
ng installed at the end of the year, 


|Puring 1955, the Empresa Nacional de Electricidad 
} Chile put into operation a hydro-electric plant of 
,000 kW in the country’s central zone, thus com- 
ing 310,000 kW (56 per cent of the total capacity 
public service). The same company also inaugurated 
large transmission system linking Santiago with a 
er plant located 533 kilometres to the south; this 
ans that complementary water systems in the central 
i southern parts of the country can be combined and 
at the system’s older plants can be repaired without 
erruption of the service. 


During 1955, the Instituto de Aguas y Fomento Eléc- 
o in Colombia opened one of its first large projects. 
is was the initial stage of the Central Hidroeléctrica 
Achicaya, of 24,000 kW, which will reduce the serious 
prtage in the city of Cali and has to date represented 
investment approaching 18 million dollars.” 


In Mexico, the Comisién Federal de Electricidad placed 
estments in 1955 representing the major share of a 
ional total for energy of 599 million pesos (44.7 
Ilion dollars). This was 35 per cent more than peso 
vestments in the previous year (in nominal terms), and 
ilped the complete 135,000 kW during 1955, leaving 
other 550,000 kW under construction. The central grid 
s connected with the Bajio area and the new Michoa- 
in plant was linked to Guanajuato and Chapala. 


In Peru, the first stage in providing an output of 
,000 kW at the hydroelectric plant of Cafion del Pato 
nearing completion. This plant is being constructed by 
e Corporacién del Santa in the river valley of the same 
me. It will have a total capacity of 150,000 kW and 
intended to encourage general economic development 
the area. In particular it will supply the energy for 
e electric furnaces being installed locally. To complete 
‘e building of this power plant—which was interrupted 
ter an avalanche had destroyed some of the installa- 
ons—the Corporation has received a 15-million-dollar 
an from a private European bank. 


Usinas y Teléfonos del Estado, which is exclusively 
sponsible for the electricity supply in Uruguay, did not 
augurate any new production facilities in 1955, but 
sntinued its over-all programme. This includes the im- 
ediate addition of 50,000 kW at the Montevideo thermic 
ant and the building of a second large hydro-electric 
lant on the Negro river. 


12 Subsidiaries of the Institute controlled two-thirds of the 
lants under construction at the beginning of 1956, which totalled 
me 270,000 kW. Approximately 30 per cent corresponded to 
‘ermo-electric plants which have been planned not only to 
se coal from the Boyaca and El] Valle areas, but to promote the 
svelopment of production of this fuel, to which interesting future 
yssibilities are attributed. 
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_ The Corporacién Venezolana de Fomento is also carry- 
img out a national electrification programme, in which 
it invested some 4 million dollars during 1955. Only 
4,800 kW were put into operation, but at the end of 
the year 95,000 kW were under construction and tenders 
for the installation of another 140,000 kW had been sent 
out. The first 100,000 kW of the hydro-electric plant on 
the Caroni river are also being established with public 
funds. This is the first large plant of its kind in the 
Corporation’s programme, which, for obvious reasons, 
is fundamentally based on petroleum plants, and will 
serve to encourage industries, especially those manufac- 
turing steel and chemicals. 


Substantial public investment in electricity in Central 
America included that provided at the national level by 
the Instituto Costarricense de Electricidad, and capital 
which permitted the utilization of the River Lempa in 
Kl Salvador. 


Plants financed by foreign capital constitute another 
important nucleus of light and power companies in Latin 
America, They combine to produce 4.6 million kW, that 
is, 53 per cent of the total for public use in the region, 
but in 1955 they contributed only 21 per cent of invest- 
ment under this head. (See table 88.) Except in Argen- 
tina, these foreign companies have benefited from official - 
policy and have announced development plans that will 
apparently be carried out within the near future. 


The largest of these enterprises operates in the Rio 
de Janeiro-Sao Paulo area of Brazil, and is completing 
a large expansion programme to raise capacity by nearly 
800,000 kW between 1953 and 1956. Next follows a 
United States company with plants in eleven Latin Amer- 
ican countries; since 1945 it had invested over 380 
million dollars in the installation of 475,000 kW, and 
it has now announced a 450-million-dollar programme 
for the production of an additional 800,000 kW over the 
next five years. This project does not include three small 
plants of 10,000 kW each, based on atomic energy, which 
are being built as an experiment; however, no final 
decision has yet been reached as to the countries where 
they will be installed. 


The Canadian company operating in Mexico which 
provides some 25 per cent of the total public service 
capacity (490,000 kW) has drawn up a vast plan for 
expansion during the next ten years, for a value of 6 
billion pesos (approximately 480 million dollars). 


Finally, the foreign company established in Bolivia 
is providing almost the only relief of the critical situation 
of the country’s electricity supply, since most of the 
financial resources available for energy had to be devoted 
to the development of petroleum production. 


The remaining investment in electricity plants in Latin 
America—4 per cent of the total—was made by domestic 
capital and the small municipalities. Despite the financing 
difficulties besetting this type of enterprise, the effort in 
relative terms was not insignificant, since 1.6 million kW 
had been installed by the end of 1955 and work in 
progress was equivalent to 12 per cent of this capacity. 
Examples of the action of private domestic capital may 
be found in several large towns in Brazil, Chile, Mexico, 
Venezuela, etc, Perhaps the biggest plant of this kind is 
in Venezuela; it serves Caracas and continues to keep 
abreast of the capital’s growing demand. Over the. last 


Table 88. Latin America: Electricity companies financed by foreign private funds 


(Thousands of kW at end of year) 
a ee eee 


Generating capacity 


In operation Under 
construchon 

Country Company 1953 1954 1955 1955 
Argentina ........ Viarious®igh errecl comeirebte cs osre ee é 1,020 1,035» 1,051 — 
Bolivias pescieisteeres Bolivian Power Co...........- 3 35 35 46 10 
Brazil s.enetenseciss Brazilian Traction, Light and 

Power? ocean omase cine wewens 1,017 1,493 1,623 260 
Mexico ismeec case The Mexican Light and Power 

Gor ee ee ras ames anes eek 445 490 490 150¢ 
Peru accanscc se center Lima Light and Power Co....... 115 115 136 30 
Various's ccsjna seen American and Foreign Power 
ee Co. Se erasers aieleeie tierce erelore ‘ 1,076 1,170 1,228 220> 
L 

= GS 

cain Tora 3,708 4,338 4,574 6708 


EEE 


Source: National information. : 

aIncludes the following groups of companies: CADE, Italo, Soc. de Electr. de Rosario (trans- 
ferred to ENDE at the beginning of 1956), SUDAM y Cia., Suizo!Argentina de Electricidad, which 
in 1955 had, respectively, 657,000; 252,000; 112,000; 18,000; and 11,000 kW of the total indicated 
for that year. 

b Estimates. 

¢ This total does not reveal the true rate of construction by these financial groups. On the one 
hand, it may be seen that the Brazilian company is completing a large programme entailing the 
addition of over 800,000 kW since 1953. On the other, the American and Foreign Power Company 
has recently begun substantial new plans to put into service a further 800,000 kW in the countries 
where it operates, over a period of only five years. Moreover, projects are well advanced for major 
additions by the concessionaires in Greater Buenos Aires included in the table; and the power 
company in Lima began hydraulic works at the beginning of 1956 for a 30,000-kW plant. The 
Mexican company has also announced a programme for the investment of 6 billion pesos (approxi- 
mately 480 million dollars) during the next ten years. In view of this development and of the in- 
vestments placed in 1955, this company was credited with the estimated figure shown in the table 
of 150,000 kW, construction of which was under way or about to begin at the end of the year. 

4 This company, which belongs to the Electric Bond and Share Co. in the United States, has 
plants in eleven Latin American countries (Argentina, Brazil, Chile, Colombia, Costa Rica, Cuba, 
Fcuador, Guatemala, Mexico, Panama and Venezuela). 
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five years this plant has installed an additional 130,000 
kW, and the production of a further 120,000 kW is 
about to be undertaken. 


Private domestic capital also plays a part, although 
on a minor scale, in many enterprises financed mainly 
with public funds, in those with autonomous administra- 
tion and even in foreign private enterprises, through the 
stock market. This last system has been successful in 
Brazil, where private investors have added the equivalent 
of 20 million dollars since 1949, and in Cuba, where the 
United States company itself has sold bonds to the 
public for a total of 6 million dollars. This development 
is significant because it has gradually aroused public 
interest in the financing of this branch of the economy. 


During 1955, gross investment in the region’s petro- 
leum industry amounted to some 685 million dollars; 
29 per cent was derived from public funds and the 
remainder from foreign private capital. Only some 350 
million dollars were invested in supplies for Latin Amer- 
ica. Public investment absorbed 57 per cent of this new 
total, and was used for oilfields in Argentina, Bolivia, 
Brazil, Chile and Mexico, as well as some deposits in 
Colombia. As a rule these fields had sufficient capital for 
their most urgent needs, which differed in the various 
countries. In Argentina and Bolivia, for instance, prefer- 
ence is being given to means of transport, which will 
allow higher output from reserves already located, some 
of which are being exploited. On the other hand, Brazil 
is faced by much difficult prospection work, and in con- 


sequence, attention was concentrated on the more direct} 
and immediate economic advantages of refining. Chile is 
consistently developing all phases of the industry and 
is intensifying the exploitation of its deposits. The States 
enterprise in Colombia has been obliged to offset thed 
decline of reserves and is concerned with expanding new} 
deposits. Broadly speaking, most of the investment in 
1954-55 was placed in refineries, except in Bolivia. 


Private petroleum companies also found conditions 
more propitious to investment in Latin America. Ex 
cept for Argentina and Brazil, the producing countries § 
strengthened their policy of increasing the participation 
of the private companies or studied ways and means of f 
doing so. The principal incentive, however, appears to) 
lie in the nature of the petroleum resources; Venezuela, |, 
where such resources are extremely rich, receives more 
and more foreign capital, while other countries—Colom- 
bia, Ecuador and Peru, for example—are unable to 
achieve a substantial increase in production, although 
they offer greater legal and fiscal inducements, 


The influence of the nature of the resources is evident | 
from the results of the various efforts to expand pro- 
duction, both in countries like Argentina, Bolivia, Brazil, 
Chile and Mexico, where the State holds the monopoly, 
and in those where private capital plays a part, as it 
does in Colombia, Cuba, Ecuador, Peru and Venezuela. 


Prospection by Argentine experts has located a large 
potential source in the north of the country, near the 
Bolivian frontier, and this discovery has been confirmed 
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United Nations Technical Assistance Mission. By 
1/8, its utilization will considerably reduce the coun- 
“te dependence upon imports of crude oil. The problem 
jplved is not so much one of investment for pro- 
gition—which will nevertheless be large—as of the 
gfance to be covered by the pipelines between the 
jjosits and consuming centres. At present, special new 
yns are being studied for the financing of this ex- 
ionally heavy investment, which will exceed 150 
jilion dollars. The magnitude of the financing problem 
best be assessed by recalling that 47 and 45 million 
jars were invested in petroleum during 1954 and 1955, 
jjpectively. 


n 1953, the State enterprise in Bolivia discovered a 
iv oil dome with a high potential at the old Camiri 
ids, and production has thus been raised sufficiently 
leave an exportable surplus.'? The Government, en- 
jaraged by this development, has passed a law enabling 
t part of the area where the State agency does not 
\prate to be exploited by private capital. In early 1955, 
arge United States oil company had already announced 
ns to invest 40 million dollars. 


The Petrobras company in Brazil did not neglect the 
bblem of crude output,* but its efforts were inade- 
ate to find a solution. Moreover, substantial capital, 
ich was not available, would have been necessary to 
et the country’s requirements. The discovery of the 
yva Olinda field, near Manaos, in early 1955 may prove 
portant, although to date drillings have proceeded 
re slowly than was expected and production has not 
begun. 


Investment in Colombia’s petroleum industry has re- 
ained constant over the past few years, and has had 
cope with the still considerable difficulty of expand- 
’& the resources under exploitation. Despite relatively 
tensive prospecting, it has not yet been possible to 
nteract the downturn in production at the two prin- 
pal oilfields. The deposits known as the Concesién de 
ares are worked by a State agency formed in 1951 
en the concession reverted to the Government; as this 
a very big field, the country is confronted with a major 
ancing problem. To raise investment, the enterprise 
s sought the collaboration of private capital and has 
ened an agreement with a United States company for 
illing in the Carare area, within the concession, which 
ay Tepresent an investment of 7.5 million dollars in 
ve years. 


Good results were obtained in Mexico from the greater 
forts to develop crude-oil production. The drilling of 
30 additional wells (10 per cent more than in 1954) 
ised output by 12.4 per cent and increased proven 
serves by more than 200 million barrels annually. At 
e Poza Rica field, a new water-injection system was 
ympleted, as well as the expansion of the gas re-injection 
lant and a unit to double the volume of gas processed. 
hese operations represented an aggregate investment of 
16.5 million pesos (19.7 million dollars, approximately ) . 


The Empresa Nacional del Petréleo in Chile knows 
e extent of the reserves in the oilfields it has been 


13 [ts yalue may amount to rather more than 6 million dollars 
1956. 

14]t is proposed to invest 26 million dollars in production of 
ude during 1956. 
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working for some years in Tierra del Fuego, although 
prospecting has still to be undertaken elsewhere in the 
country, Programmes are being carried out which have 
already resulted in an upswing of production during the 
past three years. It is expected that by 1960 all domestic 
needs will be met, excluding those of the export mining 
companies, This presupposes a production increase at an 
annual rate of 35 per cent. The necessary capital will be 
obtained from the exchange saved by substituting domes- 
tic output of crude oil and derivatives for imports. 


Since official resources are insufficient for the intensive 
development of Chile’s petroleum potential, consideration 
is being given to methods of authorizing the exploitation 
of oil reserves by third parties in areas not worked by 
the Empresa Nacional de Petréleo. 


As already noted, the results obtained in countries 
where foreign private capital operates have varied widely. 
In Colombia such capital accounts for 72 per cent of 
the annual extraction figure and is rapidly raising its 
share of investment. Legislation and official policy have 
always favoured the expansion of such enterprise, and 
during 1955 this attitude was confirmed by new and 
more specific regulations, as well as by the allowance 
of a larger deduction from net taxable profits for ex- 
haustion of the wells. 


Drillings in Ecuador were unable to improve the quality 
of known deposits, although prospecting has been ex- 
tended to many parts of the country in the past few 
years. In Peru, despite much drilling, no satisfactory 
results have yet been achieved in the Sechura district, 
which was opened to private concessions only two 
years ago. 


In Venezuela, however, production moved steadily up- 
wards. Investment exceeded the level of the previous 
year and will probably be greater still in 1956, especially 
as the Government plans to expand the area of conces- 
sions, and marked interest has been shown by interna- 
tional petroleum capital. 


Transport of crude oil and derivatives has also created 
some investment problems in Latin America.'® 


In Bolivia, an intensive construction programme was 
carried out, to a value of 23 million dollars,1* while in 
Colombia expenditure on this item exceeded 15 millions. 
About 30 million dollars were spent in Mexico on ex- 
panding facilities. In Argentina, where there was little 
advance in 1955, it is planned to invest some 20 millions 
over the next two to three years. 


Refining of crude completed in 1955 a stage of sub- 
stantial expansion which had begun two or three years 
previously, while a second such phase, which will require 
considerable investment, is now opening. 


Early in the year refineries were opened in Argentina 
which brought capacity level with demand, and large 
new investments to absorb the future growth of total 
consumption are being considered. In Brazil, as already 


15[t is planned to invest some 1,650 million pesos (equivalent 
to about 4.5 million dollars) in the proven oilfields during 1956. 

16 See section 3 above. 

17 The Cochabamba-La Paz pipeline will result in substantial 
foreign exchange saving, because some of the railway freight 
revenue had to be converted into foreign currency at the official 
rate. 
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noted, priority was given to investment in refining, and 
in another two years it is hoped that refining capacity 
will keep pace with consumption. The Presidente Ber- 
nardes refinery, inaugurated in 1955 with a daily capa- 
city of 60,000 barrels, had represented an investment 
of 1,500 million cruzeiros (or approximately 50 million 
dollars) for Petrobras. These activities are not restricted 
to fiscal enterprise, and Brazilian private enterprise com- 
pleted two large refineries in 1954. 


On the initiative of a foreign company in Colombia, 
work began on the installation of a refinery at the port 
of Mamonal, Cartagena, at the end of the year, also to 
meet domestic demand. It will have a daily capacity for 
treating some 26,500 barrels of crude and represents a 
30-million-dollar investment. Operations should begin 
in 1957. 


Venezuelan investment in refining, which had provided 
a capacity higher than the demand, fell off during 1955,"® 
and only one small refinery was completed during the 
year. A contract for the supply of liquid fuels for the 
electrical industry in the United Kingdom led the British 
company operating in Venezuela to extend its refineries 
in that country. This new expansion, together with an- 
other effected by the largest company, will, over the next 
two or three years, provide an additional daily capacity 
of 170,000 barrels. A plant is also being built at a cost 
of 36 million dollars to produce 35,000 barrels of avia- 
tion spirit, and a further large gas reinjection plant is 
to be installed. 


In Mexico, the Pemex company has aimed at raising 
its refining capacity in order to keep pace with crude 
production as well as with the requirements of the do- 
mestic market and exports, particularly as regards light 
products. A plan has been completed for the enlargement 
of the Atzcapotzalco refinery which will increase capacity 
from 50,000 to 100,000 barrels a day. The Minatitlan 
refinery was expanded in 1955, with the completion of 
the first cracking plant to be installed in Mexico. 


9. PLANS FOR DEVELOPING ENERGY RESOURCES 


Official intervention in the development of energy pro- 
duction and supply in Latin America found more vigor- 
ous expression in new ventures and the progress of 
existing projects. The existence of integral or partial 
plans does not imply that action has always been taken, 
but such projects have served to evaluate and emphasize 
the magnitude of the problem and to indicate financial, 
economic, technical and administrative requirements. 
Since almost all the countries of the region are faced 
with an acute need to promote production of energy, 
it is clear that any delay will influence their national 
economies. 


Except in such cases as Mexico’s, no Latin American 
country attained all the targets it had established for the 
development of the different sources of energy. Although 
achievements were satisfactory in many countries, in 
others only relative progress could be noted. Circum- 
stances of various kinds combined to hinder the execution 
of plans and programmes. Among them were difficulties 
of a financial nature, particularly foreign exchange 


18 Larger investments are planned for 1956. 
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shortages. Defects in the programming of work, del, 
in supplying equipment, mistimed contracting or fail 
to integrate the various phases of the same project, w 
frequently decisive obstacles to the due completion 
large-scale undertakings. They were ageravated by ot 
administrative difficulties, such as red tape, and vag 
ness as to where decisions and responsibilities rest 
Delays also arose at times because the lack of comp 
field studies before the work was begun halted its s 
sequent progress; or, again, they were caused by 
non-existence of draft or final plans for projects when 
adequate and opportune financing would have be 
available. 


Few of the countries had organic programmes cover 
ing the whole energy sector and aiming at the co 
ordinated development of the different resources in terms 
of over-all national requirements. It was more often th 
case that only tentative steps, of no great importance 
had been taken to co-ordinate the various forms of energ 
In Argentina, however, the organization of the sect 


is on a much broader basis. 


Petroleum production does not lend itself to very 
cise planning, since it is based on resources of unce 
evaluation. Hence short-range plans by State bodies 
official policy directives have alone provided some g 
eral guidance. Prospecting has continued, with vary 
success in the different countries, but, as a rule, drilli 
have been insufficient—except in Venezuela—to ens 
a future increase in production consistent with the f 
casts of demand. The same is true of the volume of 
petroleum extracted. i | 


Nevertheless, plans to increase refining capacity a 
being satisfactorily carried out and work on pipeli 
has not been greatly delayed on the whole, except in the 
case of Argentina. | 

In contrast, several countries already possess national 
plans for electrification, which are at various stages ofp 
implementation, while others are at present drawing themi 
up. But in this latter connexion a difficulty should be 
noted, The number of projects begun or being studied 
in 1955 was insufficient to permit any rapid acceleration} 
in the rate of construction, and would also be inadequatelt 
during the next few years, even if the required capital 
were available. ; 


i 


\ 
j 


i 


In Argentina, the high tension lines have not yet beent 
completed,® nor had work begun on other connecting 


systems. Other projects to improve transmission are also 


well behind schedule. 


In Chile, the Empresa Nacional de Electricidad 
(Endesa) carried out in 1953-54 the first stage of the} 
work on the National Plan drawn up in 1940, but eco- 
nomic and budgetary obstacles prevented the second 
stage from being initiated. In 1955, budgeted investment 
amounted to 3,760 million pesos (8.5 million dollars) | 
but only 3,000 millions (6.8 million dollars) were actually 
available. The estimated 1956 budget of 8,690 million 
pesos (17.5 million dollars) had to be reduced to 6,620 
(Lo million dollars) as a result of exceptional fiscal eco- 
nomies arising out of the Government’s anti-inflation 


19 The fact that the San Nicolas plant, with a capacity of 300,000 


kW, was completed at the beginning of 1956, does not invalidate 
this statement. 


jpter VI. Energy 


. This reduction will affect installations of some 
000 kW under construction. In real terms the budget 
oved for 1956 will be slightly larger than that of the 
ious year, but it is insufficient to solve the whole 
lem, in view of the work which had to be postponed. 
jthe other hand, the National Plan had assumed that 
le of the work—178,000 kW and the transmission 
jp to carry energy generated by Endesa—would be 
ied out by private enterprise, but it is already clear 
this target will not be reached, perhaps because 
(profit incentive is inadequate. To remedy this situa- 
, the Government plans to modify the existing Gen- 
Legislation on Electrical Services, especially in 
rd to the public utility rates. The aim is to ensure 
egree of profitability which will provide an induce- 
it for the private investor, and at the same time to 
e the public services on a better financial basis. 


rogress in Mexico surpassed previous years’ estimates 

| plans, and the aggregate capacity of 2 million kilo- 

s envisaged for 1958 will have been exceeded by 

1-1956. Despite this evolution, the rate of growth of 

lj capacity declined, since it rose by only 4.3 per cent 

1954-55 in contrast with an annual average of 9.2 per 

during 1950-55. This was the result of the comple- 

of large electrification projects and the withdrawal 

m service of out-of-date plants; it does not imply any 

kening in the pace of future construction. Estimates 

that construction already under way or projected 

|i raise capacity by 1960 to 3 million kilowatts, 50 per 
‘t more than in 1955-56, 


he Comisién Federal de Electricidad in Mexico will 
arently complete by the anticipated deadline—towards 
the first stage of its electricity expansion pro- 
mme, and studies on a country-wide basis for the 
ten years are now being carried out. Investments 
to 1963 are estimated at 3,529 million pesos (282 
lion dollars) and 248 million dollars in foreign ex- 
tnge for the whole electricity programme; 55 per cent 
be derived from public funds and will be mainly 
responsibility of the Federal Electricity Commission, 
le the remainder, except for 4 per cent, will be invested 
the two foreign enterprises operating in the country. 


Dther nations—Brazil and Colombia—have established 
ional electrification plans more recently. Their prin- 
al aim is the expansion of electricity services, but the 
grammes at present lack some of the legal instruments 
essary for their integral application. 


The National Electrification Plan, presented by the 
Jeral Government of Brazil, is still tabled before Con- 
sss. It calls for the creation of an agency to be known 
the Centrais Elétricas Brasileiras S.A. (Electrobras), 
ich will undertake a substantial programme of pro- 
ted works. To finance the plan, the Federal Govern- 
nt simultaneously submitted a draft bill to set up an 
sctrification Fund, which became law in August 1954. 
der its terms, federal, state and municipal governments 
ll receive 40, 40 and 20 per cent, respectively, of the 
enue from the Fund and disbursement will be effected 
ough the Banco Nacional do Desenvolvimento Econ6- 
co, where these resources will be concentrated. During 
55, it was estimated that a revenue of 1,966 million 
weiros (some 43 million dollars) would accrue from 
, following sources: 1,000 millions, from the product 
a uniform tax on electricity established in the Fund 
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law; 420 millions, from one-fifth of the yield of the 
federal tax on the remittance of funds abroad; and 546 
millions from 40 per cent of the revenue derived in 
1954 from the tax on consumption. 


While the National Plan is being organized, local elec- 
trification programmes have been progressing, some in 
charge of autonomous bodies financed with public 
funds—such as the Sao Francisco Valley enterprise—and 
others through the States, as in the case of Minas Gerais, 
Rio Grande do Sul, Espiritu Santo, etc. 


_ Colombia’s National Electrification Plan, completed 
in early 1955, shows that investment of some 75 million 
dollars annually, including local expenditure, would be 
required for an annual increase of 11 per cent in installed 
capacity. The plan was drawn up with the collaboration 
of the Instituto de Aguas y Fomento Eléctrico. A State- 
financed agency will perhaps be formed to implement 
it by providing the bulk of the capital, by establishing 
autonomous entities or by contributing to the capital 
formation of the enterprises which exist at present. The 
plan took into account the institutions already operating 
in the various areas and the work completed to date has 
in fact been carried out by these organizations. Of 
particular importance among them is the Corporacién 
Auténoma del Valle del Cauca, whose programme for 
multiple hydraulic utilization has already received State 
funds so that the work can be begun, while efforts are 
being made to obtain a loan from the International Bank. 


The electrification plan of the Corporacién Venezolana 
de Fomento did not advance to any great degree during 
1955, but, considering the progress made since 1953 and 
probable developments in 1956, average expansion will 
probably fulfil expectations. 


The programme of the Instituto Costarricense de Elec- 
tricidad was delayed in 1955; consequently its main 
hydro-electric project cannot be completed before 1957. 
Thermo-electric plants are being used to provide im- 
mediate services. 


Finally, mention should be made of the efforts under- 
taken by the Comité de Planificacién in Ecuador to put 
into effect a five-year national electrification plan, drawn 
up with international technical advice. The plan envisages 
an acceleration of the rate of installing new capacity, 
which has been too slow in the past. 


10. INSTITUTIONAL DEVELOPMENT 


During the course of 1955, a number of developments 
took place in the institutions dealing with energy 
throughout the region. New agencies were established, 
existing institutions were reorganized and legislative 
action was taken to provide facilities. 


A National Energy Commission was created in Nicara- 
gua. The structure of State participation was slightly 
modified in Argentina. Reorganization of the Instituto 
de Fomento Eléctrico and the establishment of a National 
Electricity Commission are planned in Colombia. Chile 
and other countries are considering the adoption of leg- 
islative measures for electricity services, to encourage 
private enterprise and to increase capacity; a law along 
similar lines has already been passed in Peru. 


In 1955, the activities of official agencies expanded, 
both as regards the study and formulation of programmes 
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to improve the utilization of national sources of energy 
and with respect to State investment in specific projects. 
Progress was also recorded in studies for integrating the 
utilization of different types of energy and in prospection 
for available resources; this is particularly true of petro- 
leum, but it also applies to hydro-electricity and coal. 
Several countries have sought the advice of experts from 
international specialized agencies. During the period 
under review, prospecting for radio-active minerals was 
begun or intensified in some Latin American countries, 
and most encouraging results have been obtained in some 
cases. Brazil, which is considered as one of the countries 
in the world most richly-endowed in this type of resource, 
is already working monazite deposits. A small plant for 
producing natural metallic uranium has recently been 
completed in Argentina. In several other countries there 
are proven deposits whose grade and size warrant future 
commercial exploitation. 


These activities have in general been carried out by 
national atomic energy commissions. A body of this na- 
ture has existed in Argentina for several years, while 
Commissions were set up in Chile and Brazil during 
1955. In Brazil, the new entity forms part of the National 
Research Council which has been concerned with atomic 
energy since 1951. There are similar plans in Bolivia, 
Peru and Mexico, based in this last case on an institute 
which deals with radioactive minerals. These five coun- 
tries, as well as Cuba, Colombia, Uruguay and Venezuela, 
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have all signed bilateral agreements with the Un 
States which will enable them to receive equipment*? 
to obtain nuclear fuel on a hire basis for purpose; 
atomic research and the training of personnel; this t 
nical training is of considerable significance for 
future and is being given well-merited importance 
Latin American Governments. 


An outstanding aspect of international co-operation 
the sphere of energy was the progress achieved ix 
bilateral utilization of water resources. For example, 
agreement was signed between Paraguay and Brazil 
study the hydro-electric possibilities of the Acaray ; 
Monday rivers, which are both tributaries of the Parg 
flowing through the territory of Paraguay. Under 
terms of the agreement, Brazil will carry out the reseai 
work and will collaborate with Paraguay in finanei 
the project. . 


In addition, the Governments of Bolivia and Peru hays 
undertaken a study on the utilization of the waters 6 
Lake Titicaca through a joint ad hoc commission, whil 
Argentina and Uruguay have confirmed their interest ij 
building the necessary works to exploit the hydro-electri 
potential of the Great Falls on the Uruguay river. 


20Jt has been announced that the first reactor of this 
(5,000 kW) will shortly be installed at a Brazilian rese 
centre. Other Governments are also negotiating to obtain ex 
mental reactors. 
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I. GENERAL CONSIDERATIONS 


he mechanical woodworking industries cover a great variety of 
rises from the most primitive hewing and hand sawing of 
eer settlers to the modern sawmills and factories that provide 
wood construction materials required by modern industrial 
ization. The widespread use of wood manufactures which fol- 
the development of mechanical woodworking industries is a 
indication of improvement in living standards. When these 
ucts come from local forests managed under sustained yield 
ciples and are produced by local industries, a solid foundation 
rovided for continuing economic development and the increas- 
prosperity and well-being of the people of both the country 
region. The following pages provide a general survey of the 
ent situation in Latin America’s sawmill, plywood, fibreboard 
chipboard industries, with special reference to eleven coun- 
2 from which reports have been received. 


orest exploitation in Latin America in the past has not been 
from the errors which have brought disaster to the forest 
jer in many other parts of the world. Among such practices are 
creaming of the forest by felling only the species of high 
ercial value, the destructive cutting, with no regard for 
meration, which in many localities has caused the forest to 
eat far from the cities, and the wasteful practice, still wide- 
ad, of shifting cultivation. Yet, by and large, these practices 
not seriously depleted the region’s immense forest capital as 
hole, but, considering the forests in use, it is clear that ex- 
tation and shifting cultivation have done considerable damage 
any countries. Nevertheless, there are a number of factors 
ch justify an optimistic view of the possibilities for a rapid 
ansion of the mechanical woodworking industries in Latin 
erica, bringing an ever-growing contribution to the region’s 
ng prosperity. 


irst and foremost the astonishing growth in forest conscious- 
s must be emphasized, particularly during the last decade. 
vernments and peoples have come to recognize the importance 
their natural heritage, and are taking vigorous steps to pre- 
e it and to use it rationally. Since Latin America is a young 
rapidly-developing region, this means that much of the unre- 
ined destruction of the forests which has accompanied indus- 
lization in the more highly-developed regions can be avoided. 
establishment of forestry administrations, training schools and 
arch centres promise more highly-skilled management and 
ater control over the ways in which the forests will be used. 
ensive research into the physical and chemical characteristics 
the many species encountered in the tropical hardwood forests 
nts the way to the full utilization of these valuable but hetero- 
eous resources. 


ew roads and railways which are being constructed in many 
ts of Latin America are opening up new areas of forest to all- 
ther use. In several countries recently-built transport routes 
e made vast wooded areas accessible for the first time; their 
loitation may begin whenever demand conditions warrant. 


Contribution to the Economic Survey of Latin America, 1955, 
the Forestry Division, Food and Agriculture Organization. 


2 Namely, Argentina, Brazil, Chile, Colombia, Costa Rica, Cuba, 
1atemala, Honduras, Mexico, Paraguay, and Peru. It is esti- 
ted that these countries, which together possess 92 per cent of 
tin America’s area of accessible forest, account for 90 per cent 
the region’s total sawnwood production. 
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Appendix 
THE MECHANICAL WOODWORKING INDUSTRIES! 


The region’s forest wealth is not confined to natural forests. 
These indeed are unevenly distributed over Latin America and in 
many countries artificial forests haye already been created to re- 
place local deficiencies. Of particular note are Brazil’s eucalypts, 
Chile’s insignis pine and Argentina’s poplar and poplar-willow, but 
plantations are not confined to these countries or to these species. 


Shortage of capital has been a drawback to logging and to the 
more rapid development of the mechanical woodworking indus- 
tries, because the seasonal character of many of these industries 
requires a relatively high capital investment. As national econ- 
omies develop and local markets expand the capital requirements 
can also be met more easily. 


Forest administrations in several Latin American countries are 
faced with the difficult problem of managing lands which, although 
better suited for timber growing than farming, are periodically de- 
stroyed by the practice of shifting cultivation. Land ownership 
in many forested areas is poorly defined and transitory, ownership 
boundaries and survey corners are often non-existent, while in 
many areas occupation and use of the land is by temporary “squat- 
ters”. It is estimated, for example, that in some Central American 
countries as many as 67 per cent of all farmers can be classed as 
squatters, many of them practising shifting cultivation which all 
too frequently destroys forests and soils while adding little to 
agricultural production. To improve this situation, these transient 
cultivators should be integrated as far as possible into the forest 
economy, using their man-power for logging, charcoal burning, 
sawmilling, planting, etc., while achieving a simultaneous im- 
provement in their agricultural output. 


As existing mechanical woodworking industries are modernized 
and new ones created, some of the population pressure on the 
land will be relieved by increasing employment in rural industries. 
Forestry and the manufacturing enterprises based on forest prod- 
ucts are particularly well-suited for farmers freed from the strug- 
gle for existence on unproductive forest clearings. 


Il. THE SAWMILLS 


The leading product of Latin American mechanical woodwork- 
ing industries is sawn hardwood, the output of which is estimated 
to have exceeded 5 million cubic metres in 1955. This volume was 
made up of a great number of species; for example, even Cuba, 
with an annual production of sawnwood from hardwood species 
slightly over 50,000 cubic metres, utilizes no less than 45 species. 


Conifers are usually preferred to hard or broad-leaved woods 
for building and other purposes, because they are more easily 
sawn, seasoned, and shaped; they are relatively scarce and loca- 
lized in Latin America but are estimated to have provided approxi- 
mately 4.75 million cubic metres of sawnwood in 1955. 


The number of sawmills and their average annual output are 
shown in table I. How these sawmills met the current sawnwood 
needs of the reporting countries may be seen by comparing their 
statistics with production, imports, and exports for a few selected 
years. (See table II.) The net exporting countries appear to be 
Brazil, Chile, Honduras, Mexico and Paraguay. It is interesting 
to note, however, that the per capita consumption of sawnwood, 
as reported to FAO, is relatively low in most Latin American 
countries. The data in table III should be accepted with caution, 
however, because the information is obviously incomplete for 
many of the countries. The sawnwood consumption of Paraguay 
and Peru, for example, may actually be considerably higher than 
the figures indicate. 
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able III. Per Capita sawnwood consumption 
in selected countries 


ry or region Period 


Kilogrammes 

JOG eae Bieoeiniaes 1950-1954 70 
meth America ....... 1950-1954 330 
tin AmericaD ...... 1950-1954 35 
meeentina .... sa «ee 1951-1954 65 
HMEAZUNE Rs doe ts ce cote ; 1950-1954 40 
ANA” creceenereeaeedtae 1950-1954 50 
Blombia .....6. wee L9o8- 1954 35 
TEMES CO 8535-5149) 814/500) « 1953-1954 20 
BATA OUAY.siey0) sis 0 sp0jai6 1953 5 
oe ae By 1950-1954 10 


urce: FAO, Yearbook of Forest Products Statistics, 1955. 
xcluding countries of Eastern Europe. 
xcluding countries not listed below. 


is evident that although several of the reporting countries of 
American export sawnwood, their consumption is much 

r than in industrially-developed countries of North America 

urope; in these regions, however, timber scarcities have led 
onomies in the use of sawnwood and to its replacement by 
materials. 


e sawmills of the eleven reporting countries are mostly 
ately-owned and financed by domestic capital; foreign capital 

ently plays only a minor role in this industry. Plans for ex- 
ion of sawnwood production are reported from Chile, Colom- 
Honduras and Mexico. Several of the projects are to be in- 
ated with pulp manufacture and with plants for utilizing 
mill by-products. 


1. ARGENTINA 


cording to the Fourth General Census of Argentina made in 
, there were a total of 1,009 sawmills. Details about their 
s were not reported. An estimate of employment in sawmilling 
mg 1955 indicates a total of 9,850, of whom 22 per cent were 
sified as skilled workers. 


awmills have not been integrated with other woodworking in- 
ries and the only major use of their residues is for fuel. 


| 
awnwood output (see table II) is predominantly of the hard- 
id species. Sleeper production reported for 1953 reached 90,000 
ic metres and increased to 99,000 in 1954. It is estimated that 
than one-fourth of the railway sleepers are treated against 
ay. Argentina is a net importer of sawnwood, the main sources 
jmports being Brazil, Chile, Romania, Paraguay, Poland and 
jUnited States. 


ccording to the 1953 world forest inventory, Argentina then 
10 million hectares of forests in use, while 50 million hectares 
ecessible forest land remained to be developed. For the most 
these resources are far from the main population centres, but 
ecent years extensive stands of poplar, willow and pine species 
e been planted in the Paran4 delta area. Plans existed in 1955 
nodernize and to expand the sawmill industry on a moderate 
e. 


2. BRAZIL 


he total of 5,484 operating sawmills reported in Brazil (see 
e 1) refers to the four southern States of Sao Paulo, Parana, 
ta Catarina, and Rio Grande do Sul, data for the rest of 
zil not being available. These mills are mostly small enterprises 
many are equipped with single-unit frame head saws.? Some 


Four types of head saws were reported in Latin America: 
ular, band, gang, and frame. Circular saws are the most com- 
a and, although well adapted to small mills, particularly port- 
e and semi-portable types, they cut a wide kerf and are there- 
> relatively wasteful. Band saws, like circular saws, are used 
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10 per cent are band sawmills and 25 per cent have gang head 
saws. Approximately 10 per cent of the total number of sawmills 
are electrically-driven, the rest being steam-powered. The workers 


are mostly unskilled, only one-tenth being classified in the 
“skilled” category. 


Integration with other woodworking industries has shown little 
progress to date in Brazil. The only significant utilization of saw- 
mill residues is for fuelwood. 


Brazilian sawmills are located mostly near the forests. Their 
record of stability of operation is relatively good, for example, in 
1955 only 18 sawmills were reported idle and 5,484 were operating. 
The chief cause of idleness was said to be the lack of raw mate- 
rials available to individual mills. 


Brazilian sawnwood output (see table II) is 70 per cent Parana 
pine (Araucaria angustifolia), the only important softwood species. 


Sawnwood exports (almost entirely Parana pine) during 1953 
and 1954 were mainly shipped to Argentina, the United Kingdom, 
Uruguay, the Union of South Africa and Western Germany. Small 
tonnages have also been exported to several other countries, pri- 
marily in Europe and North America. Sleeper exports totalled 
14,000 cubic metres in 1953 and dropped to 5,300 in 1954. 


There is a strong overseas demand for Parana pine, but fears 
have been expressed that the accessible forests of this species 
have been excessively exploited in the past. The regeneration of 
Parana pine presents a number of difficulties, but in recent years 
efforts have been made to establish plantations. Meanwhile, do- 
mestic demand for sawnwood is growing swiftly. A rapid rise in 
population and a high building rate call for an increasing volume 
of sawnwood. One of Brazil’s important resources is the extensive 
plantation area of eucalypt, especially in the State of Sao Paulo. 
The planting of eucalypts started at the turn of the century and 
was originally designed to provide fuel for wood-burning loco- 
motives. 


3. CHILE 


The outstanding success of Chilean plantations of coniferous 
species is reflected in the increasing output of soft sawnwood. 
(See table II). The total of 472 sawmills (see table I) includes 
450 within circular headsaws, an unusually high proportion for 
Latin America. Of the non-circular headsaws reported, 20 are 
band saws and 2 are gang saws. The circular mills are steam- 
powered whereas the others use diesel engines. About 90 per 
cent of the sawmill workers in Chile are listed as relatively un- 
skilled, as may be expected where the mills are small. 


The sawmill residues are used chiefly for fuel, either to supply 
steam power to the mill or as household fuel. Some slabs, edg- 
ings, and trimmings, however, are made into boxboards, parquets, 
broom handles and roofing material. 


Chilean sawmills are nearly all conveniently close to forests, 
either in the forest itself or in nearby small communities. Only 
three of the sawmills reported in 1955 were government-financed, 
the rest were privately-owned and investment capital reportedly 
came from Chilean sources. A new mill financed by French capital 
is now being installed. The sawmills provide employment to over 
10,000 persons annually. 


Sleepers are mostly hewn rather than sawn, and annual pro- 
duction in recent years has averaged slightly over 100,000 cubic 


where “sawing for grade” is desired. Logs can be turned between 
each cut so that the maximum quality can be extracted from each 
log. Band saws cut narrower kerfs than circular saws but are 
usually less easily portable. Gang saws make multiple cuts simul- 
taneously and thus have a relatively high volume of output but 
little opportunity for obtaining high-quality yields. The frame 
saws which were reported had single blades supported in frames 
which oscillate to give the cutting action. Frame saws tend to give 
a low yield in both quantity and quality, but they have the advan- 
tage of easier maintenance and operation—qualities which are 
desirable where sawmill technicians are scarce. 
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metres. Only 10 per cent of the railway sleepers currently used in 
Chile are treated with preservatives. 


The mainstay of the softwood output is the planted exotic 
Monterey pine (Pinus radiata). In 1954, about 186,000 hectares 
were planted with this species from a total area of forest planta- 
tions exceeding 300,000 hectares. 


Although a net exporter, Chile imports a small volume of sawn- 
wood from the United States. Exports have been principally shipped 
to Argentina, various other South American countries, the United 
Kingdom and Australia. Most of the exports go to Argentina, 
having been stimulated by the trade agreement signed in 1954. 


The outlook for the sawmill industry of Chile appears to be 
fayourable for further modernization and expansion. Plans exist 
for the development of an integrated woodworking plant for uti- 
lizing native hardwoods, while construction is progressing on 
another integrated sawmill. A large sawmill to produce wood for 
the North American market is also planned. The integrated pro- 
duction of soft sawnwood and pulp is contemplated in factories 
now in the installation stage. 


Although many sawmills are still operating with worn-out and 
antiquated equipment, much has been done to improve manufac- 
turing facilities and new sawmill machinery is being imported. As 
the equipment is improved and modernized, manufacturing and 
export will expand. Furthermore, timber supplies will increase as 
new plantations become productive. 


Progress in forestry and forest industries will undoubtedly be 
stimulated by the training facilities now available in Chile. This 
programme, a joint achievement of the Government of Chile and 
FAO, combines professional training in forestry with practical 
training and experience in modern sawmilling. 


4. COLOMBIA 


Most of the 150 sawmills reported in Colombia are small 
diesel-powered circular rigs. (See table I.) Only 30 mills are 
still steam-powered, indicating that a certain degree of moderniza- 
tion has taken place. The Colombian sawmill industry, on the 
other hand, employs more workers per operating plant (67) than 
in any other reporting country except Honduras (90). Aggregate 
employment in this activity in Colombia was estimated to be 
10,000 persons in 1955. 


Most mills are located in or near the forest areas and operate 
under conditions which provide little opportunity for integration 
with processors of the various by-products. Sawmill residues are 
usually wasted, only about 10 per cent being used for fuel. 


Private ownership and local financing are characteristics of the 
Colombian mills. An unusually large proportion of sawnwood out- 
put comes from primitive handsawing, production from this source 
representing about 225,000 cubic metres in 1954. This may be 
compared with a total sawnwood output of 670,000 cubic metres. 


Colombia is currently a net exporter of sawnwood, although the 
volume of the shipments is relatively small. 


The outlook for further development in the sawmill industry is 
extremely favourable. According to the FAO World Forest Inven- 
tory of 1953, less than 1 per cent of the 62 million hectares of 
accessible forest land is at present exploited. The per capita con- 
sumption of sawnwood is very low (see table III) and can be 
expected to increase. The lengthy mileage of navigable waterways 
facilitates the transport of both logs and sawn products. Plans and 
development work are progressing on new integrated manufactur- 


ing plants, including factories for production of sawnwood, ply- 
wood, fibreboard, and pulp. 


5. Costa Rica 


The sawmills of Costa Rica are almost all small in size (see 
table I) but show a varied range of saws and motive power. From 
a total of 168 sawmills, 100 have circular head saws, 54 are 
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equipped with band saws and 14 are gang sawmills. As to 
of power 58 are diesel mills, 64 water-powered, 39 electric, a 


are driven by petrol engines. 


About 70 per cent of the sawmill residue is utilized as 
this high consumption is attained because 85 per cent off 
mills are located in or near towns and cities. Only one of 
mills is a State-financed operation, the remainder are owned 
financed by private enterprise in Costa Rica. Sawmill industry 
ployment was reported at an annual average of over 1,300 wort 
and, in addition, local hand-sawing provides some small additil 
employment. Foreign trade in sawnwood is negligible in vol 


As an active participant in the Economic Integration Pros 
of the Central American Republics, Costa Rica can expec 
benefit from the general development of production and t 
which will probably be accelerated by closed co-operation bet 

the countries, exchange of technical skills, and modernizatio 
industry. The various international organizations are assis: 
Costa Rica, as well as its neighbouring countries, to improve: 
est management and the woodworking industries. The train 
centre at Turrialba, Costa Rica, is providing local facilities: 
technical training, including various aspects of forestry. 


6. CuBA 


With one of the smallest forest areas per inhabitant of | 
country in Latin America (0.2 hectares), Cuba is a net impo 
of sawnwood. Nevertheless, the 1,090,000 hectares of forests in| 
provide raw materials for 235 sawmills (see table I) which: 
corded a production in 1954 of 53,000 cubic metres. This ou: 
represents but a very small fraction of aggregate Cuban capa¢e 
Sawmills have been established in the past with complete neg 
of the sustained yield possibilities in the areas exploited. Ever 
Cuba’s forest resources are insufficient to maintain a reason: 
rate of output in all the existing sawmills. Sawnwood import: 
1954 were estimated at 159,000 cubic metres, while sleeper out 
stood at 23,000. 


The Cuban mills are almost all steam-powered. Nearly t 
thirds of the head saws are band saws, the rest being circu 
One-fourth of the employees were classified as skilled worker 


Most of the Cuban mills are in or near towns and a re 
outlet is thus available for residue from the mill. Thus all saw: 
“waste” is used as fuel. 


Minor tonnages of special sawnwood grades are exported to 
United States and the United Kingdom. Sawnwood imports e 
from Brazil, Chile, France, Japan, Mexico, Spain, Surinam, 
United States and Western Germany. 


7. GUATEMALA 


With a wooded area per inhabitant close to that of the Un 
States, more than half of Guatemala’s forests remain inaccessi 
The 78 sawmills reported operating in 1955 were mostly sn 
diesel and electric-powered, and equipped with circular saws. _ 
estimated average annual sawnwood output for recent year: 
about 180,000 cubic metres. In addition, a few sleepers are 
duced, the estimated output being only 740 cubic metres in 1 


Sawmills are generally located in towns or cities and only | 
the total are in the forests. A relatively small tonnage of the 
mill residue is utilized, however, for fuel. 


Sawnwood exports, which stood at 6,400 cubic metres in I 
were mostly shipped to British Honduras, El Salvador, the Un 
States and Western Germany. 


Guatemala has excellent prospects for the further developn 
of forest management and for the modernization and exten 
of forest industries. Contributing to this favourable outlool 
the fact that much interest is being shown in improving techn 
skills for both forestry and lumbering. Several international 
ganizations are co-operating with the Government of Guater 


mprove forest management and exploitation. Plans have been 
e and action taken to improve logging and sawmill machinery, 
h will tend to increase both the quality and quantity of 
awood output. 


8. Honpuras 


Vith an unexploited but accessible forest area of about 2 mil- 
hectares, composed of both coniferous and broad-leaved spe- 
, Honduras is particularly well favoured to maintain and ex- 
id its mechanical woodworking industries. A total of 67 saw- 
S were operating in 1955 (see table I), while 14 were idle 
4 to financial difficulties or lack of raw materials. The sawmills 
j on the average, larger than those of most other reporting 
ntries. Sixty-two mills in operation reported circular head saws 
5 were equipped with band saws. As to motive power, 32 
6 steam-driven, 33 diesel and 2 electric-powered mills. In 1955, 
estimated employment in the industry stood around 6,000 per- 
3, of whom 10 per cent were classified as skilled workers. Hon- 
as also has a hand-sawing industry producing approximately 
00 cubic metres of sawnwood each year. Annual output of 
sleepers averages about 20,000 cubic metres, nearly all of 

h are treated to preserve them. 


fost of the sawmills in Honduras are located in or near for- 
although 20 are in cities and towns away from forested areas 
|| 7 are export centres. Ownership is private in nearly all cases, 
7 closely connected to the two large fruit-growing enterprises. 
s estimated that foreign sources provide three-quarters of the 
tal for the sawmill industry. 


Wonduras exports its sawnwood principally to Cuba, El Salva- 
| the United States and Venezuela. 


fonsiderable progress may be anticipated in the mechanical 
dworking industries as a result of the favourable locations and 
ain and of the valuable species in the large area of unexploited 
‘st. Honduras is strategically located at the centre of the 
tral American isthmus and thus has ready access to export 
Wkets by sea and land. Further development of the forests 
‘hin the framework of the Central American Economic Inte- 
ion Programme may be expected. Domestic consumption of 
| wood, already at 160 kilogrammes per inhabitant (see table 
|, is expected to increase as a result of expansion in building 
struction. It is also believed that the export prospects for 

wood are capable of further development. The opening of 
roads in northern Honduras and greater imports of machinery 
fuel will assist in the exploitations of new forest areas and 
4) installation and modernization of the present sawmills. 


9. Mexico 


the sawmill industry has not shared in the rapid industrial 

h that is generally taking place in Mexico. Industrial pro- 
ition as a whole has doubled since 1951, but sawnwood output 
lined from 1,420,000 cubic metres in 1951 to 940,000 in 1954. 
s decrease is not due to lack of forests but rather to their 
ation in relation to the consuming centres. Over 20 million 
tares of forest are reported as accessible but only 4.5 million 
ares are actually being exploited. The forest policy of the 
yernment has been to reduce production in exhausted areas; 
iber-cutting permits have thus been cancelled in many public 
sts. The regulations provide for studies to determine forest 
ids and up-to-date methods must be used by those exploiting 
slic forests, so that the maximum yield from operating sawmills 
be fostered. The transfer of sawmills from over-cut areas is 
) encouraged. The opening up of new forests has not kept pace 

the rationalization of exploitation in the traditional areas 
total production has thus suffered. 


| pproximately 300 sawmills were active in Mexico during 1955. 
jy one of these mills was equipped with a gang saw, 12 per 
it had circular saws and the remainder used head saws. Steam 
the most common form of motive power. 


The sawmills in Mexico are usually located in or near the for- 
ests which supply the wood. In some forests, particularly in the 
Yucatan territory, integrated industries are being developed; ply- 
wood plants and furniture factories supplement the sawmills and 
thereby permit the forest raw materials to be utilized more fully 


and rationally. The trade in sawnwood is primarily with the 
United States. 


Sleeper production in Mexico was reported at 256,000 cubic 
metres in 1953 and 367,000 in 1954. Output in 1953 included 
120,000 cubic metres of hewn sleepers, the remainder being sawn. 
No breakdown of the 1954 output is at present available. 


The outlook for the development of the sawmill industry in 
Mexico is excellent. Large areas of valuable coniferous and broad- 
leaved species await exploitation and the expressed policy of the 
Government is to secure their use under rules of operation which 
will seek to maintain the forests as a growing source for a per- 
manent wood supply. In 1954, sixty-three State-owned nurseries 
produced 36,750 million seedlings. The widespread interest in for- 
estry is noteworthy. 


10. Paracuay 


With 4.3 hectares of accessible forest per inhabitant, Paraguay 
is more fayourably endowed in this respect than any European 
country except Finland (5.1 hectares) and is ahead of all the 
other reporting countries in Latin America except Colombia (5.2 
hectares). An estimate for 1953 suggests that about half the value 
and three-quarters of the tonnage of annual exports from Paraguay 
were made up of forest products. Yet the current survey shows 
that the sawmill industry is far from flourishing, since 57 mills 
were in production and 13 were not operating. The causes for 
this high rate of idleness were given as inadequate capital and 
lack of markets. Sawnwood consumption in Paraguay is the low- 
est reported in Latin America. 


Most of the sawmills are of small size (see table I) and use 
steam-powered band saws. Of the 57 mills only 2 had circular 
headsaws, 29 had band saws, and the remaining 26 were gang 
mills. The motive power was classified as 49 steam, 2 steam- 
electric, 1 diesel-electric and 5 petrol-driven. Employment in the 
sawmill industry was reported to be 850 workers, of whom about 
a quarter were listed as “skilled” in 1955. 


One of the sawmills in Paraguay is integrated with a plywood 
factory. The utilization of waste, mostly as fuel, is reported to be 
excellent for the entire industry. 


Sawnwood output (see table II) was about 120,000 cubic 
metres in 1952. Most of this volume was produced by sawmills, 
but approximately 4,000 cubic metres annually are estimated to 
come from primitive hand-sawing operations. Sleeper production 
in 1953 stood at 5,000 cubic metres. Forest and forest products 
statistics are not sufficiently well developed to give accurate or 
up-to-date information. 


The forests of Paraguay are all classified in the broad-leaved 
group and no coniferous forests or softwood production are known. 


Sawnwood exports represented 19,000 cubic metres in 1953 and 
13,000 in 1954, About 95 per cent of these exports were dispatched 
to Argentina, with which country a trade agreement exists, and 
the remainder went to Uruguay. 


The outlook for increased sawmill production is difficult to 
assess because it is dependent upon the domestic economic situa- 
tion. A large area of accessible forest remains unexploited (over 
1.25 million hectares), but sawnwood consumption is so low that 
some increase in domestic requirements may be expected. 


11. Peru 


A very low level of sawnwood consumption (see table III) and 
relatively little progress in forest exploitation characterizes the 
situation in Peru. The 95 sawmills reported as operating in 1955 


were almost all very small (see table I), but had a variety of 
power plants. The most common source of power was the petrol 
engine, reported at 36 sawmills. Other forms of energy listed were 
as follows: 29 diesel; 17 steam; 8 electric; and 5 water-driven. 
The types of head saw reported were: gang, 44; circular, 43; 
and band saws, 8. 


In addition to a sawnwood production of 77,000 and 86,000 
cubic metres in 1953 and 1954 (see table II), the woodworking 
industries of Peru showed a sleeper output of 14,000 and 22,000 
cubic metres, respectively, during these years. The hand-sawing 
industry is small, averaging only about 3,000 cubic metres of 
sawnwood annually. The estimated employment in the whole in- 
dustry stood at 3,000 workers in 1955. 


The sawmills are located for the most in or near the forests, 
usually along navigable rivers. Only 3 of the 95 sawmills are 
State-owned, the rest are private enterprises mainly financed by 
Peruvian capital. 


Peru is a net importer of sawnwood, mostly softwoods. Imports 
arrive chiefly from Argentina, Canada, Ecuador, Nicaragua, the 
United Kingdom, the United States, and Western Germany. Small 
tonnages of broad-leaved sawnwood are exported to Argentina, 
Bolivia, Cuba, Spain, the United Kingdom and the United States. 


The future development of the sawmill industry depends to a 
considerable degree on the general economic growth of Peru. 
Government policy has encouraged imports of machinery, particu- 
larly for agriculture, which may have favourable effects on the 
sawmill industry. The intensified campaign to colonize some of the 
forested zones may serve to open up new rural and forested areas 
and to increase sawnwood utilization. 


12. OTHER COUNTRIES 


Although the non-reporting countries produce only about 10 
per cent of the region’s aggregate sawnwood, this output is im- 
portant to the individual countries. It is also probable that the 
sawmill industries of several of these countries may expand in 
the future. For example, the Forest Service of Bolivia recently 
imported logging equipment and domestic sawnwood production 
in recent years has reached substantial tonnages. The establish- 
ment of several sawmills of medium capacity (20 to 80 cubic 
metres daily) was reported almost ten years ago. 


British Guiana had 76 sawmills and 40 saw pits operating in 
1954. The sawnwood production (including sleepers) stood at 
183,000 cubic metres in 1953 and 83,000 in 1954. 


British Honduras reported 21 sawmills in 1954, with a produc- 
tion of 51,000 and 45,000 cubic metres in 1953 and 1954, respec- 
tively. The sawnwood output of the Dominican Republic is note- 
worthy, representing 64,000 and 56,000 cubic metres for 1953 and 
1954. Ecuador at present produces relatively little sawnwood 
(29,000 cubic metres in 1953) but possesses large resources of vir- 
gin forest. Two million of its 2.5 million hectares of accessible for- 
est remain unexploited, while an additional 9.5 million hectares of 
forest are classified as currently inaccessible. 


Heavily-forested French Guiana has recently established a 
Forestry and Agricultural Office to encourage forest industries by 
facilitating loans, providing equipment and carrying out market 
studies. Nicaragua reports sawnwood exports of 86,000 cubic 
metres in 1953 and 60,000 in 1954, which suggests a sizeable out- 
put, even if production statistics are not available. According to 
a report prepared in 1948, a total of 56 sawmills were operating 
in Nicaragua at that time. 


With an area of only 235,000 hectares of accessible forest, 
Trinidad and Tobago nevertheless had 70 operating sawmills in 
1954, including 21 band mills. Factories for matches and boxes 
also were in production. 


Two other fairly important producers of sawnwood, Uruguay 
and Venezuela, must be mentioned. Uruguay reported an output 
of 51,000 cubic metres for 1954 and Venezuela produced 110,000 
cubic metres in the same year. 
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Ill. THE PLYWOOD INDUSTRY 


Plywood (including blockboards) has been produced in seve 
of the Latin American countries for a number of years. The o 
put of the two leading producers, Argentina and Brazil, has vari 
considerably from year to year; aggregate production in La 
America has grown from 150,000 cubic metres in 1946 to 
estimated 205,000 in 1955. 


The steady growth of plywood production and utilization 
being encouraged by the adyances in plywood technology. 
provements in glues have allowed the product to be used he 
indoors and outside, as well as for a variety of purposes. Ma 
Latin American woods have colour and grain characterist: 
which make them particularly suitable for decorative plywoo 
much of the region’s output is made into furniture. 


1. ARGENTINA 


The plywood industry of Argentina has received special offie: 
encouragement by being declared an industry “of national int 
est”. Nevertheless, from a total of 49 plywood plants only 
were in operation during 1954. Argentina’s plywood industry w 
established many years ago and has since expanded somewh 
beyond the availability of domestic raw materials. 


As indicated in table IV, the plants are mostly small in si: 
In spite of the many mills which were not operating, the 19! 
output reached 31,000 cubic metres and for 1955 it was es 
mated to stand at 35,000. (See table V.) The industry is es 
mated to have employed 1,635 persons in 1955. | 


Table IV. Latin America: Plywood plants 
(Average annual output in cubic metres) 
TE eC 


Country 3,000 or less Over 3,000 Unspecified Tot 
Argentina .... 25 3 — 2 
Brazile se een . sine® aes 234 23¢ 
Chiles eae 3 1 — 4 
Colombia ..... 3 — — 3 
Honduras 1 — — ] 
Mexicomeeneaee oe nS 5 43 
Panama eee Sirs : 1 ] 
Paraguay 2 = — 5 
Peru@esiensn.. aa 2 y 

ToTaL 34 4 242 28{ 
| 

Source: FAO. 


290 per cent were reported in this category. 


>Other plants were reported in Bolivia, Guatemala, Surinai 
and Venezuela. 


Plywood is used in Argentina for the manufacture of furnitur 
for crating and for interior panelling. Domestic production usual] 
falls short of requirements and imports are necessary from Brazi 
Finland, Sweden and the United States. The outlook for any ay 
preciable increase in domestic production is unfavourable becaus 
raw materials for existing domestic plants are in short supply. 


2. Brazin 


The leading plywood producer, Brazil, accounts for about one 
half of Latin America’s output. The 234 plants listed in table T’ 
are in the southern States of Sao Paulo, Parana, Santa Catarin 
and Rio Grande do Sul. Rotary peeling is accomplished by 18 
of the mills and 54 produce sliced veneers. The factories ar 
nearly all located in centres of population. They produce for de 
mestic consumption, since exports, which were substantial in th 
early post-war years, are now negligible. Financing appears t 
come almost entirely from Brazilian sources. 


The bulk of plywood output is from Parana pine (Araucari 
angustifolia), though some hardwood species are used. Plywoo 


output is used primarily for furniture (70 per cent), crating an 
interior panelling. 
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| Table V. Latin America: Plywood production and exports 
j (Thousands of cubic metres) 
| Production Exports 
; 1946 1950 1951 1952 1953 1956 1946 1950 1951 1952 1953 1954 
3 aes 150 130 160 150 180 200 50 25 30 15 15 15 
gentina edooceneh ae oUt 29 48 33 29 31 — — — — — 
BNE sleisic.csscescce LILO 59 67 63 79 93 38 
flombia preerels aaisiciah ltt Rae ois Rae 6 -- ut a rs “ a 
feta CAM acc, bs sc0 eae ar are ae : — — — ee —_ % 
iba Mlevaleve 6/6) eles eee). ese 6 ae ese ece aie woe oe ‘cies 7 — ks 
a... tos 12 12 14 12 13 6 om ee i 
ra PY ac 5a 5a 58 qa: ites i oir a _ i 
pnduras ahve Tevatls Je — — — — it — — — see — 
OS ove 5a 108 108 18 208 208 ifs akeve esate 2.3 1.5 aero 
BERR UARYi se). aisles Us 1.7 1.58 1.58 1.8 — — — — — 
BE Peale ots Sotet By faery Be bles Ses 58 -- _— —_— _— — = 


ource: FAO based on official statistics. 
2 FAO estimates. 


} 

| 

| 

| he outlook for the Brazilian industry is optimistic because do- 
ipstic markets are expanding with over-all economic development 
id the increase in population. It seems probable that raw ma- 
rials will be available to permit the expected expansion. The 
Wport market situation, however, remains somewhat unfavourable; 
He reason is the general expansion of plywood production in the 

ntries which formerly received Brazilian exports. 


3. CHILE 


iChile is the fourth largest plywood manufacturer in Latin 
dmerica and, with a 1954 output of 13,000 cubic metres, ranks 
thind Brazil, Argentina and Mexico, in that order. Only 4 ply- 
ood plants are reported (see table V). Three are rotary peeling 
fants and one produces sliced veneers. Three of the plants are 
ated in or near the forests, while one is situated at a port and 
ilizes domestic and imported logs. All the factories are a con- 
erable distance from Santiago where 70 per cent of the do- 
Nestic plywood is consumed. 

| The factories are all privately owned and are financed by either 
hilean or Argentine capital. Some expansion and modernization 
} at present proceeding, including, for example, the installation 
| 


new machinery from Western Germany. 


An estimate of the present use of plywood shows 50 per cent 
r flush doors, 40 per cent for furniture and 10 per cent for 
ynstruction, building interiors and exteriors, railway carriages, 
bats and aeroplanes. 


Foreign trade is currently of minor importance with exports 
ightly exceeding imports. Small exports are made to Peru, the 
nited Kingdom, Venezuela and some other South American 
puntries. 


Plywood production in Chile will increase as domestic con- 
mption rises. The present consumption is estimated at 1.1 kilo- 
rammes per inhabitant, in contrast with an average of 2.9 for 
urope and 16.6 for North America, for example, 


4. COLOMBIA 


Colombia produced an estimated 6,000 cubic metres of ply- 
ood in 1954 from 3 plants which are all equipped for rotary 
eeling. They are all privately owned and financed with domestic 
apital; the factories are located in cities some distance from their 
rood supplies. Average annual employment is estimated at 300 


ersons. 


All the plywood output is used within Colombia and small ton- 
ages are imported. Approximately 60 per cent of plywood used is 


for interior finishing and doors, about 20 per cent for furniture 
and the remaining 20 per cent for miscellaneous uses. Imports 
mainly come from the Netherlands, the Netherlands West Indies, 
Panama, Surinam and the United States. 


Prospects for continued expansion in the domestic market are 
good, with a 30 per cent increase in the anticipated plywood 
needs arising from existing building programmes. No expansion 
of plywood exports is foreseen, however, because the output of 
the present factories that are under construction at Tumaco and a 
further plant in the blue-print stage, will all be absorbed by the 
domestic market. 


5. Honpuras 


The one plant operating in Honduras employs about 50 workers 
and in 1954 produced about 7,000 cubic metres of plywood. Do- 
mestic consumption is expected to expand in the near future and 
the prospects of exports to neighbouring Central American coun- 
tries are favourable. 


6. Mexico 


An annual output of about 20,000 cubic metres places Mexico 
in third place as a regional producer of plywood. One of the 
factories is at Mexico City, the remaining 4 are near or in the 
forest area. The species used are principally pine, mahogany and 
cedar. Some plywood is imported from the United States and a 
smal] export market is supplied in Cuba, the United States, and 
Porto Rico. Domestic use of plywood is chiefly for furniture and 
doors. 


Further expansion in production may be expected in view of 
the over-all economic development of Mexico and the ready 
availability of veneer logs from various species. New plywood 
mills are planned for Quintana Roo in south-east Mexico, using 
mainly mahogany, and for Chihuahua in the north, using pine. 


7. PARAGUAY 


The two plywood plants in Paraguay produce both rotary cut 
and sliced veneers for the domestic market. About 200 persons 
are employed and the annual output is close to 2,000 cubic metres. 
(See table V.) 


According to recent estimates, 80 per cent of the product is 
used for crating and the remainder supplies furniture factories. 


8. OTHER COUNTRIES 


Plywood mills have been reported as operating in Bolivia, Gua- 
temala, Panama, Peru, Surinam and Venezuela. 
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The factory in Bolivia has apparently produced mainly citrus- 
crate veneer, but recent information is lacking. Plywood has been 
manufactured in Guatemala since 1950 and the output was esti- 
mated at 7,000 cubic metres in 1954. 


Panama has had an operating plywood plant since 1953, with an 
annual output of about 3,500 cubic metres. The species used in- 
clude Anacardium, excelsum, Bombacopsis quinata, Calophyllum 
rekol, Copaifera chiriquensis, Prioria copaifera and Swietenia 
macrophylla. 


Peru reports two plants operating in 1955, which employ about 
60 workers. Surinam had a 1954 production of 10,000 cubic 
metres, but details of the factories are unavailable. An output of 
3,000 cubic metres of plywood was reported by Venezuela for 
1953, but once again details are not at present to hand. 


Broadly speaking, the prospects for Latin America anticipate 
further growth in plywood production to keep pace with the de- 
mand arising from current economic and social development. 


IV. THE FIBREBOARD AND CHIPBOARD INDUSTRY 


A robust newcomer to the family of forest industries is the 
manufacture of fibreboards and chipboards. The former product 
is essentially a result of a pulping process whereby wood fibres 
are separated, formed into a mat—with or without the aid of wa- 
ter—and pressed into sheets held together by the felting of the 
fibres or by the natural lignins, added resins or other materials 
acting as binders. Fibreboard is usually classified into the two 
groups of hardboard and insulating board; the latter is defined 
as material, usually from 8 to 20 millimetres in thickness, with 
porous structure and with good thermal and acoustic insulating 
properties. Chipboards, which are not products of pulping proc- 
esses, are made by breaking up wood into small pieces—such as 
chips, shavings, or sawdust—and forming them into sheets, with 
resin binding agents fused by heat and pressure. Both fibreboards 
and chipboards are finding increasing uses as building materials, 
especially where low cost and insulation against heat and sound 
are important. To some extent fibreboards are replacing plywood 
in packaging, furniture manufacturing and the interior finishing 
of vehicles and buildings. 


Fibreboard and chipboard can be manufactured from a great 
variety of materials, the factories can be established with less 
capital than pulp and paper mills, for example, and a demand 
exists or can easily be fostered in nearly all the countries. Latin 
American fibreboard production dates back only to around the 
year 1950, when the first plant was opened in Argentina. Two 
years later a factory in Brazil entered operation. Since then, 
another plant has been installed in Brazil and a fourth was estab- 
lished in Mexico. A chipboard plant is also now operating in 
Colombia. 


The plant in Argentina, using the Asplund defibrating process, 
has an annual capacity of 4 million square metres of 3.5 to 5 
millimetres thick board. The estimated output of hardboard for the 
year ending 30 June 1955 was about 16,000 tons mostly from 
eucalypts, although casuarina and willow are also used. 


The Argentine fibreboard plant employed 320 workers in 1955 
and, because the industry is new and demand for its product is 
increasing, it may be expected that both employment and output 
will expand. Fibreboard in Argentina is used for interior finish- 
ing and furniture; the entire current and prospective output will 
probably be absorbed by the domestic market. 


The estimated 1955 production of the two Brazilian factories 
is 4,200 tons of hardboard and 6,000 of insulating board. They 
are mainly used for building interiors and for furniture. In con- 
trast to the development of the fibreboard industry in Argentina, 
where the aim is to produce for the domestic market alone, the 
plants in Brazil are expanding in order to enter the export mar- 
ket. Small shipments have been made to the United Kingdom, the 
United States and Western Germany. The industry looks to the 


Government for assistance in its trade problems, especially , 
gards equipment imports. 


No fibreboard plants are yet reported from Chile, althov 
the importation of “wallboard” manufacturing equipment fra 
the United States was authorized by the Government in 1953. y 
the meantime, machinery has been imported from Western Gi 
many for a plant with an annual capacity of 10,000 tons, wl 
is to begin operations in 1956 using Pinus radiata as a raw 0 
terial. Fibreboard is imported into Chile from the Netherlang 
the United Kingdom and the United States. The domestic dema 
for fibreboard, for crating and building interiors, may be 
pected to improve when local supplies at lower prices becoy 
available. The main prospective export market is in scm 

Colombia has one operating chipboard factory, a fibreboa 
plant is under construction and plans have been drawn up | 
an integrated paper pulp, hardboard, plywood and sawnwood mh 
in the Magdalena River valley. The existing chipboard ple 
employs about 25 workers and 1954 output stood at 1,800 tons. 


This factory is well located with respect to markets for - 
product, but raw materials are not readily accessible. Variox 
tropical species of wood are utilized. The expansion of man 
facturing facilities taking place at present is expected to supp 
the domestic market and leave a balance for export. Hardboat 
is currently imported from Canada, Sweden and the United Stat 
the volume reaching 1,500 tons in 1954. About three-quarters 
the hardboard and chipboard consumption is for interior finishin 


One fibreboard factory exists in Mexico, which has been opere 
ing since 1950, the raw material coming from some 34 tropic 
species, most of which are of low quality for timber use. Wii 
a capacity of 12,000 tons per year, the estimated 1954 outpi 
reached 10,000 tons. The output is entirely of hardboard and | 
large part of it is exported. The main export destination to dai 
has been the United States with smaller volumes to El Salvadt 
and Peru. 


The possibilities of further development in fibreboard a 
chipboard plants in Latin America are extremely favourable. / 
already pointed out, investment costs are relatively low, appaiz 
ently almost all indigenous and exotic softwood and hardwoo 


species can be used and every country has an active or later 
demand for the products. 


V. CONCLUSIONS 


This short review of the current situation of the mechanies 
woodworking industries in Latin America is necessarily brief an 
incomplete. Over most of the region, statistics for forest industrié 
and their output are still in an elementary stage. Even in highly 
developed regions, the task of collecting data on small and scai 
tered sawmills, for example, is far from easy. For the most par 
the figures which have been quoted in the preceding pages rey 
resent informed estimates by those closely associated with th 
industry in the countries concerned. It is clear, however, that i 
most Latin American countries small-scale operations predom: 
nate; large units with up-to-date equipment are exceptional, bein 
confined to areas where either a significant domestic demand ha 
grown up or an extensive export trade has been developed. I 
some countries, thoughtless exploitation of the forests has gon 
hand in hand with over-development of the sawmilling industr 
from the aspect of a continuity of raw material supply. In other: 
sawmills and plywood plants have encountered difficulties arising 
not from any over-all lack of raw materials, but from the it 
creasing distance of the raw material sources as forests have bee 
driven back from urban areas. Lack of developed communication 
has hampered both the acquisition of raw materials and the shij 
ment of wood products to consuming centres. 


The region as a whole continues to be dependent on importe 
wood products to an extent that is hardly consonant with the re 
gion’s vast forest wealth. Moreover, having regard to the con 
plementary nature of these resources as between different cour 


and areas in Latin America, it is surprising that intra- 
onal trade is not more highly developed. 


recent years plywood technology has made rapid strides in 
pe and North America, multiplying and diversifying the ap- 
ations of this forest product. These findings must still be ap- 

in Latin America and potential new markets have yet to 
created. Similarly, the fibreboard and chipboard industries 
still in their infancy; though neither of these industries call 
heavy capital investment, both can operate successfully on a 
e range of raw materials and both yield products of a variety 
ble of calling new markets into existence at once. Efforts are 
g made in a number of countries to modernize the existing 
ill industries. These attempts must be intensified and ex- 
ed to other countries if the region’s mechanical woodworking 


industries are to make their potential contribution to the over-all 
economic development now taking place throughout Latin Amer- 
ica. At the same time investment in the younger branches of the 
mechanical woodworking industries would appear to offer pros- 
pects. of a considerable saving in foreign exchange and to safe- 


guard, through integration, the economic operation of existing 
forest industries. 


Co-ordination within the region of national development plans 
for forest industries seems eminently desirable. Thus the efforts 
which are being made to ensure a well-balanced development in 
Central America will continue to be regarded with great interest. 
The success of this programme is bound to provide a stimulus for 


similar co-ordinated action on the part of neighbouring countries 
elsewhere in Latin America. 


Part U 


GOVERNMENT INCOME AND EXPENDITURE 
1947-1954 


INTRODUCTION 


ne of the most important economic developments of 
century, and in particular of the last twenty-five 
rs, has been the utilization of fiscal policy for the 
inment of ever-broader objectives of economic and 
ial policy. In contrast to the more orthodox public 
nee of the nineteenth century, which aimed at the 
est possible level of State expenditure and at minimum 
rference by the official sector in the free play of 
ate interests, more recent decades are characterized 
active State participation in the economy with a view 
weakening violent cyclical fluctuations, maintaining 
level of employment and, more recently, promoting 
growth of income, correcting maladjustments in cer- 
n parts of the economic mechanism and even pro- 
sing a distribution of the national income more in 
rmony with present social ideals. Logically this am- 
fication of the public sector’s functions has been ac- 
npanied by a formidable increase in State expenditure, 
the tax burden and in the public debt, all of which 
> general characteristics of the fiscal structure to-day 
all the countries of the world and particularly in those 
ich are highly industrialized. 


The outstanding trends of the world economy were 
lected from the very beginning in Latin America. 
e after another, almost all the countries in the region 
ve in recent decades carried out taxation and fiscal 
forms designed to modernize former systems and to 
ovide Governments with the resources needed for their 
sr-growing functions. Simultaneously, activities of an 
ynomic and social nature have been increasing their 
are of public expenditure, until they have come to form 
very substantial proportion of State budgets. This 
ocess is still at what might be termed its “formative 
ge”. Broadly speaking, modifications and reforms in 
ation systems and the structure of expenditure have 
t been established in accordance with plans previously 
rmulated for long-term requirements, but rather have 
en carried out as emergency measures to meet changing 
nditions in the economy or in social policy. Hence 
is not uncommon to find many countries where, along- 
le undoubted technical advances and well-conceived 
stems for the administration of certain taxes, specific 
ws and anachronisms weaken the economic use of fiscal 
licy. 


The main reason for the new trends in Latin America’s 
cal policy has been, and continues to be, that the State 
ust now play an active role in the promotion of eco- 
mic development. Development policy is nothing new 
the Latin American environment, since it has been a 
ncern of Governments for many decades; nevertheless, 
s current conditions for this process oblige the public 
ctor to assume new responsibilities and to carry out 
sks which in other regions and at other times were 
the hands of private enterprise. In this case it is not 
question of a political or social ideology, but of the 
olution over a long period of a series of concrete 
cisions which have had to be reconciled with real exist- 
g conditions. As a result, in recent years a firmer 
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criterion of the need for economic development has been 
established and there is a trend towards more orderly 
and technical government action in this sphere. For 
example, because basic installations and, in many cases, 
private capital are lacking, Governments have been 
obliged to undertake the construction of railways, high- 
ways, ports, electric energy plants and irrigation works. 
Similarly, the need for Governments to expand or estab- 
lish the various services required for economic develop- 
ment has been caused by the growth of the economy. 
As a consequence, State expenditure on health, education, 
research and technological training services, communica- 
tions and, in general, on the branches of public ad- 
ministration connected with economic life, has multiplied 
or is tending to expand. 


But in Latin America the role of the State in pro- 
moting conditions favourable to economic development 
is not restricted to the above expenditures. Its functions 
are even more important when considered from the angle 
of the need to increase national savings and to channel 
investment towards productive activities. A serious re- 
sponsibility for the adequate distribution of social ex- 
penditure rests upon the public sector. This is because 
the most suitable investments from the aspect of the 
over-all economy do not always coincide with the in- 
terests or inclinations of the private investor in countries 
where consumption has absorbed and tends to absorb a 
growing proportion of income, where an exaggerated 
propensity for luxury consumption or for non-productive 
investment exists among social groups with a saving 
capacity, or where a substantial share of total savings 
usually emigrates abroad. Fiscal measures are thought 
to be among the most suitable, if not the best, instru- 
ments for accomplishing social aims. They may be used 
to create incentives for those activities considered as 
most suitable, to apply higher taxation to activities of 
the opposite kind, or simply to attract a share of private 
income to the public sector by means of taxation or loans, 
in order to invest it in the most appropriate manner. 
Each one of these methods has been used in the different 
Latin American countries. All, or practically all, the 
pertinent legislation includes fiscal incentives and penal- 
ties based on economic desirability and the practice of 
attracting savings for direct or indirect public investment 
is becoming widespread. A powerful influence in favour 
of this last practice has been exerted by the need to 
obtain capital and credit for specific private activities, 
particularly in agriculture and industry, which it has 
been thought necessary to encourage and which have 
no other satisfactory financial resources than those of 
State credit institutions. 


The pressure, in terms of the need for a steady ex- 
pansion of State functions and expenditure, has not only 
been exerted by economic requirements. In most cases, 
the demands of social welfare have, with no lesser in- 
tensity, taken an increasing share of public expenditure. 
Perhaps the outstanding example in practically all the 
countries is the appearance and expansion of social 
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security and welfare agencies, which have often required 
heavy public outlays. Housing problems for workers and 
certain sections of the middle class—as a result of in- 
dustrialization, of external and internal migration and 
of the growth of urban centres—have frequently implied 
a charge on the State, given the economic and institu- 
tional conditions which make this type of investment 
unattractive to private capital. 


A substantial additional burden for the governments 
of countries which have experienced inflation has been 
the policy of maintaining relatively low prices for essen- 
tial commodities and for certain goods and services of 
prime necessity, such as fuels, transport and some raw 
materials required for consumer industries. In some 
cases, the subsidies granted for these purposes have been 
absorbing increasing portions of the budget, as compared 
with smaller increments in current expenditure on 
administration and public investment. 


Because of these circumstances, the problem of fiscal 
expenditure has acquired greater importance in economic 
policy. The establishment of priorities for the different 
requirements has become more difficult and demands of 
an economic nature often appear to compete for a greater 
share in the budget with those of social welfare, or 
administrative expenditure with funds devoted to invest- 
ment. The absence of over-all programmes for economic 
development in almost all the countries has aggravated 
the situation. A comparative analysis of public expendi- 
ture in the Latin American countries thus appears de- 
sirable, as the starting point for more ambitious research 
on the subject. A knowledge of the way in which fiscal 
resources have been invested during recent years and 
an examination, as far as it is possible, of the circum- 
stances which apparently determined their distribution, 
are both indispensable for any attempt to discover certain 
criteria of evaluation which might serve as points of 
reference for public expenditure. 


This problem is closely related to the broader one of 
the structure of taxation in Latin America, The most 
rapid solution of meeting the growing requirements of 
the State appears to lie in an expansion of the tax system. 
There may well be broad possibilities for increasing 
fiscal revenue in most of the countries. Nevertheless, be- 
fore giving any opinion on this point, it is essential to 
study individual tax systems and to consider their effects 
upon the different sectors of the economy. The aims of 
fiscal policy in relation to economic development are not 
in fact confined to raising public investment, but rather 
have the broad objective of stimulating a more rational 
use of the aggregate community’s resources, with a view 
to increasing the national product. Therefore, in addition 
to the possibilities of increasing taxation, the validity of 
specific obstacles of an economic and poiltical nature, 
which have to date hindered more definite action by the 
public sector, must also be examined. A first limitation 
is the low level of per capita income and the impossibility 
or undesirability of reducing the consumption capacity 
of broad sectors of the population. As regards the higher- 
income groups, the major obstacle appears to be the 
danger that the incidence of very high taxation will 
discourage private investment or will cause excessive 
outflows of capital. Political limitations are imposed by 
the resistance to higher taxes in certain, and often power- 
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ful sectors, by the absence of tax consciousness on t 
part of public opinion which facilitates evasion and | 
the inadequate technical level of the public administr 
tion for the efficient handling of fiscal resources 


expenditure. 


Because public saving (assuming it to be the differen 
between ordinary revenue and current State expendi 
is insufficient to cover governmental requirements, 
course to the public debt would appear to be the 
logical procedure to meet investment requirements, | 
reality, numerous economic and institutional factors h 
limited the use and the efficacy of this instrument, 
as regards the external and internal debt. In contr, 
Governments have frequently used loans of an i 
tionary nature. Although such loans have not been th 
only cause of inflation and their use has at times b 
determined by very compelling factors, it seems c 
that the pressure of fiscal expenditure has contribute 
on a large scale to the inflation in most countries an 
that this method has often been used as the easies 
alternative to the adoption of stricter taxation measure 
Inflation in turn has had a negative effect on financiz 
markets, has increasingly hindered the normal use 
public credit and at the same time has created ne 
situations which have prejudiced economic developmer 
policy by obliging the State to raise expenditure or b 
reducing its real income. A study of inflation in Lati 
America is outside the scope of part II, but the role c 
inflationary methods in financing the public sector canne 
be excluded from an analysis of fiscal policy. 


Eye 


Exchange policy presents a similar problem. The eco 
nomic phenomena related to that policy exceed the li mii 
of fiscal action as such. Nevertheless, in so far as th 
repercussions of exchange policy on the fiscal systen 
can be appreciated, particularly in those cases wher 
such policy was used to replace methods considered mor 
orthodox by the treasury, reference must be made tc 
them so that a broader view of the framework of public 
finances can be obtained, 

The subsequent examination of fiscal policy in the 
Latin American countries is a preliminary study of the 
aspects mentioned in the above paragraphs, especially 
with regard to their effects upon economic development 
This initial effort has met with many serious limitations 
particularly because of the poverty of statistical materia 
and the individual classification criteria which hinder 
comparability between the different countries. Neverthe 
less, it was felt essential to carry out this first analysis 
with the deficient technical elements available. 


The conclusions or appreciations to be drawn from the 
analysis will doubtless be very preliminary, but they 
reveal important aspects of fiscal policy. In particular, 
they may awaken interest in this subject and lead to new 
studies and to improvements in statistical methods. 


enabling subsequent progress of greater significance te 
be made.} 


ISTRIBUTION OF PUBLIC EXPENDITURE BY 
ADMINISTRATIVE LEVELS 


efore analysing the composition and trends of public 

diture in Latin America, the role and relative im- 
ance of the various political and administrative levels 
st be defined, as well as those of the autonomous 
itutions whose significance as instruments of economic 
icy throughout the region has increased in recent 
rs. 


he way in which public expenditure is distributed 
ong the central government, the states, departments or 
vinces and the municipalities varies considerably in 
erent countries. (See table 1.) In Brazil, outlays by 
central government represent only about 50 per cent 
the aggregate, while the relative importance of the 
es is apparently increasing. In Colombia and Ecuador, 
share of departmental governments and municipalities 
risen to a third of the total during recent years. At 
opposite extreme are Chile and Peru, where central 
ernment expenditure accounts for some 95 per cent 
more of the consolidated budget.t There are other 
es—Argentina, Mexico and Venezuela—which pro- 
e examples of an intermediate position. Among the 
tries considered here, Argentina and Brazil alone 
w any trend towards decentralization. In Chile, Peru 
the Central American Republics, expenditure is 
eady concentrated to a very marked degree in the 
ds of the central authority; in Colombia, Mexico and, 
a lesser extent, Ecuador, there has been a visible in- 
ase in the percentage corresponding to the central 
vernment during the last few years.” 


The centralization of public expenditure appears to 
r as much relation to the tax structure in each country 
to the form of political organization. In Brazil, where 

states have substantial sources of revenue—sales 
es, for example, which provide the highest yields 
thin the tax system—any increment in these resources 
ects their relative position. In Mexico, however, where 
principal taxes are assigned to the federal authority, 
al governments have declined in importance. In Vene- 
ela, where fiscal receipts have been increased mainly 
items corresponding to the central government, such 
revenue from hydrocarbons and income tax, the share 
the states in expenditure—moderate as it is—has been 
aintained only through transfers from the national 


easury. 


1 Despite the absence of statistics, it is thought that the Central 
nerican countries are in a position similar to that of Chile. See 
0 Taxation policy and economic development in Central Amer- 
1, chapter II (as yet unpublished), by ECLA and the Fiscal 
vision of the United Nations. 

2In Venezuela, under a constitutional ruling, the national treas- 
y is obliged to transfer a fixed portion of budget revenue to the 
ites. 
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Chapter I 
PUBLIC EXPENDITURE 


Table 1. Latin America: Public expenditure* 
distributed by government levels in selected 


countries 
(Percentages) 
a Provincial ! 
Country Years pee Wocermnche pein 
Argentina® 1945 82 12 6 
1950 78 14 8 
1953 78 15 7 
Brazilt. ees. 1947 54 38 8 
1953 50 41 9 
1954 50 42 8 
Ghileinés.. yearns 1945 96 a 4 
1951 94 — 6 
1952 96 — 4 
Colombia ..... 1945 54 28 18 
1951 64 20 15 
1952 61 20 19 
Ecuador 9s. ae 1950 64 33 3 
1952 64 33 3 
1953 66 30 4 
Mexico? ...... 1945 75 20 5 
1951 79 18 8 
Peru ieee. cees 1947 96 — 4 
1952 98 — 2 
1953 97 — 2; 
Venezuela ..... 1952-53 84 16 i 
1953-54 84 16 


Sources: For Argentina, Colombia and Chile: Official data; for 
Brazil: Statistical Yearbooks; for Ecuador: Central Bank of Ecua- 
dor; for Mexico: The Mexican Government and the International 
Bank for Reconstruction and Development, The Economic Devel- 
opment of Mexico, Mexico 1953; for Peru: Banco Central de la 
Reserva and Ministry of Finance; for Venezuela: Ministry of 
Finance. 

4 Gross expenditure, including transfers between levels. 

b Excluding autonomous institutions. 

¢ For provincial governments and municipalities, figures based 
on the budgets. 

4 Excluding autonomous institutions and the Direccién General 
de Pensiones. 


The position of the municipalities, whose receipts are 
mainly derived from taxes on trade and consumption, is 
quite different. The over-all trend is towards a concen- 
tration of greater revenue, and therefore of a greater 
volume of public expenditure, in the larger cities; those 
municipalities which have not developed economically 
depend thus to an increasing degree on meeting their 
requirements through the budget of the central govern- 


ment or through subsidies. 


The distribution of public expenditure by territorial 
levels also has an important bearing on its nature and 
composition. Setting aside non-economic considerations, 
there are public, social and cultural services which are 
traditionally the responsibility of provincial governments 
and municipalities. For many reasons that need not be 
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enumerated here, these services are usually carried out 
and administered more efficiently at the local level than 
by the central government. A necessary condition for the 
competent performance of these functions is that the local 
authorities be provided with the fiscal resources required 
for their rational fulfilment, by means of either some 
type of taxation or transfers of funds from the central 
authority. Nevertheless, decentralization of expenditure 
may lead to an exaggerated shift towards current outlays 
and non-reproductive investment, unless it is accom- 
panied by adequate co-ordination between the different 
political and administrative agencies. 


This type of situation may arise for a number of rea- 
sons. One may be greater pressure exerted on local 
governments by immediate and short-term requirements 
in the spheres of administration and social welfare, since 
the management and solution of economic matters—es- 
pecially those relating to development—are usually con- 
sidered in the main as a responsibility of the central 
authorities. Another is that, even in those cases where 
regional or local authorities pay greater attention to 
economic development, their field of action is limited by 
their territorial jurisdiction, the size of their markets 
and the limited funds available. A third reason, and the 
most important, is that when public expenditure is more 
decentralized the decisions as to priorities and objectives 
are shared by many authorities, each with its own views, 
which implies less unity of purpose and, possibly, less 
efficient utilization of government resources. 


This does not mean that general agreement always 
exists within a central government or that satisfactory 
methods are used for establishing priorities. Nor does 
it signify that, to establish such priorities, the concentra- 
tion of public expenditure is a prerequisite. There is no 
doubt that development and administrative co-ordination 
programmes are also lacking among central authorities. 
The point is that these problems become more acute with 
increased decentralization of expenditure and there is a 
greater possibility that public resources will be ineffi- 
ciently utilized from the standpoint of economic develop- 
ment; co-ordination between the central government and 
regional or local authorities becomes even more impor- 
tant for an adequate investment policy in these cases, 


The problem is different for those autonomous insti- 
tutions or independent organizations which carry out 
specific activities with treasury allotments and sometimes 
with other additional resources. This category usually 
includes agencies of very different kinds, such as: public 
enterprises of a commercial or industrial nature; insti- 
tutions for building houses or executing certain types 
of public works; agencies designed to regulate produc- 
tive activities or markets for certain products; agricul- 
tural or industrial credit establishments; development 
corporations; and social security institutes. The degree 
and form of government participation in their resources 
and administration are also very different. Broadly speak- 
ing, this type of organization has arisen and developed 
first because some functions require operating, financing, 
administrative and accounting methods which are dif. 
ferent from those normally used in public administration; 
secondly, because government departments may be pro- 
hibited from undertaking certain activities or cannot 
satisfactorily accomplish them. Credit and banking trans- 
actions, participation in mixed-capital enterprises, com- 
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mercial and industrial operations, in general, are sont 
examples. a 

The study of fiscal policy and its effects upon ec 
nomic development leads at once to a consideratio 
those institutions which the State normally entrusts 
certain public investment responsibilities, such as a 
cies with specific tasks (housing, electricity, etc.) , offi 
credit banks and, most particularly, development co 
rations and similar agencies. When these institut 
operate exclusively with funds from the national budg 
the fact that the investments are channelled through ay 
autonomous agency makes no substantial difference i 
terms of their effects. In contrast, when these agen 
mobilize other types of financial resources, through th 
attraction of private domestic savings or the receipt of 
foreign loans, the effects on the economy are more pro 
found than in the case of other types of investment. hia 
is so not only because of the size of their operations ovel 
and above official allotments, but also through their ef 
fects on the formation of savings, on the channelling o 
private investments and on the country’s internationa 
accounts, Any complete study of fiscal policy should in 
clude an analysis of the operations, and in particular o 
the expenditure, of autonomous institutions of this na 


ture. But sufficient data for this purpose were not availi 


| 


able and, as a consequence, only those funds contribute 
Another group of autonomous institutions which musi 


! 
i 
} 
1 
by the government sector for the activities of such agenll 
cies have been included here. | 
figure in any study of fiscal policy consists of those a ‘ 
ing as an instrument for the transfer of income. In some 
cases, these transfers are made through exchange policy 
or the purchase or sales prices for certain products; they: 
often have direct repercussions upon the income and ext 
penditure of the State or upon its capital account. In 
other cases, the transfers are made directly, as in the 


instance of the special agencies for amortizing the publid 
debt and of social security institutions. 


These last are of special significance when analysing 
government operations. Among the accounts included 
here, social security payments have alone been considered 
and obligatory private contributions have been excluded 
A more complete analysis might cover total receipts and 
expenditures of this type within the whole public sectors 
since obligatory private contributions may be compared 
to taxes. Another major aspect of social security as ai 
instrument of fiscal policy is that of the type of invest-l 
ment made by such institutions, In some countries, thei 
reserves form an important share of the funds available 
on the market for official securities. In recent years, pub-) 
lic investment—as well as part of current expenditure: 
during the last few years—has been financed in Argen- 
tina with loans from social security funds. In most cases,} 
social security funds and institutes make direct invest-: 
ments, thus representing a very significant element in 
capital formation and the composition of investment, 


The importance of autonomous institutions has in- 
creased considerably in recent years, in regard to botht 
their number and the proportion of the fiscal investments} 
channelled through them.® It should also be noted that 


3 The increased number of these instituti 
lems of public administration, particular] 
ordination of their activities with those of t 


ons has created prob- 
y as regards the co- 
he central government., 
(Continued on following page) 
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ge share of the credit obtained from international 
acing bodies has been allocated to these institutions. 


THE GROWTH OF PUBLIC EXPENDITURE 


blic expenditure in all the countries of Latin Amer- 
ose considerably during the war and it has con- 
ed to grow throughout the last ten years. Since 1945, 
butlays of central governments have at least doubled 
in some cases have multiplied several times at cur- 
prices. A comparison based on current values nat- 
lly lacks significance, in view of the great variations 
he prices of goods and services that have taken place 
e different countries. Table 2 shows the real in- 
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creases in public expenditure as compared with 1947, 
and the varying degrees of growth within the general 
trend, Expenditure in Argentina, having risen 35 per 
cent in 1951, declined thereafter until by 1953 it was 
25 per cent above the 1947 figure. The substantial in- 
crease in Brazil by 1954 amounted to some 64 per cent 
above the base year and the increment would have been 
greater still if both local and central governments had 
been included. In Colombia, Ecuador, El Salvador, Peru 
and Venezuela, real expenditure almost doubled: in- 
creases in Chile and Mexico were somewhat smaller. 
Whereas the figures for Guatemala rose by only 30 per 
cent, there was a sharper upward trend in the other 
Central American countries—Costa Rica, Honduras and 
Nicaragua. 


Table 2. Latin America: Indices of the growth of public expenditure at constant prices 


(1947 = 100) 
1946 1947 1948 1949 1950 1951 1952 1953 1954 
ral government 
gentina Rie akslevelelers 5 @ 97 100 128 117 119 135 126 125 
ae on 100 107 140 148 140 141 163 164 
i Sa 96 100 96 93 106 115 140 145 
BRE obs ta 92 100 97 91 94 121 136 171 179 
PEOMPRRI CR cco, c/e devia tis 100 122 119 100 115 180 218 241 
BRISCOE NS ac iusisiegce.e' men age aie 100 118 111 138 186 
lvVadOr ves scscssc 100 119 119 147 193 209 216 197 
2 Sees 100 128 123 100 107 128 131 130 
nduras? PETS foes Sasa ate 100 137 111 127 162 210 248 263 
ERRES CUM Fes: Vici eisi.eie'k@ sual 84 100 105 107 109 116 157 141 163 
BEACUAD cavesccssce 100 109 133 98 114 176 244 289 
BM icfe nica sis srs o's <a vs oe 100 101 hike} 148 159 190 199 194 
2.371) CO eee 92 100 137 174 161 181 191 188 197 
and central governments 
BCITIA = Geikre siecle «2 oe 94 100 121 lil 113 129 120 118 sexe 
200) Sa ae oe atte 100 107 130 152 153 163 170 174 
RPC) eos pie eo eee els 95 100 96 95 108 118 141 146 ashe 
| STH ne eee 92 100 99 101 102 117 137 161 
BEAEGCO! cy cove scopeue.8, 0 ans mete wae Bis sue 
MELOTEcfaiy crocs se sme 2 100 113 111 133 
alvadOr™ sige ice s/s ss 
OG Ee 
REMPETIAS Dim ahevcichetstsre e?s ss 
BEESON Yo is) sie sipteysieys: © + 0.900 
BHOUADY re Nersters ca00 « ASE ste 58 ae op She Gr 
PU ee eee eee ee eee 100 101 112 146 157 187 196 
Bmeruelav . 6. .00ee wate syste 


lurces: See table 1; for local and central governments in Argentina, the estimates are based on annual budgets. 


ndex represents 1950 = 100. 
For the fiscal years between 1946/47 and 1953/54 inclusive. 


lverage per capita statistics of public expenditure give 
etter illustration than aggregate figures of the role 
ed by the Government in the provision of services 
the population. State expenditure has risen in all 
tries at a much rapid rate than demographic growth. 
reflects the expansion in the public sector’s activi- 
although in some cases—that of Argentina in par- 


inued from previous page) 
e of these problems are of particular interest to fiscal policy, 
n view of their nature they are beyond the scope of this study. 
brtheless, much of what has been said in the preceding pages 
he need for close co-ordination between the different admin- 
tive levels in an economic development policy would also apply 


ticular—there are fluctuations from one year to another. 


(See table 3.) 


However, there are still important differences in the 
proportion of the general services provided by individ- 
ual Governments. While the technical limitations to this 
type of comparison must be borne in mind, table 4 indi- 
cates per capita expenditure, in 1950 dollars, and_its 
relationship to per capita income. Ecuador, El Salvador, 
Guatemala, Honduras, Nicaragua and Peru appear with 
the lowest figures, despite the considerable increase in 
public expenditure that has taken place in_all these 
countries over the last ten years. Conversely, Costa Rica 
shows a relatively high percentage, attributable to the 
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Table 3. Latin America: Per capita public expenditure in selected countries 


(In national currency at 1950 prices) 


Country 1945 1946 1947 1948 


Central government 


Treentina Sees vee 642 583, 589 738 
nee Satta vewetaie aiorehs sare areia 360 375 
Chiles ios cteryetevateteers 3,764 3,622 3,703 3,492 
Colombia wae sceseer wae 49 52 49 
Costa Rica saris ;: 135 160 
Ecuadormerarrreene ae oe er Ate 
El Salvador ...... Ae we Yl 43 
Guatemala® ....... see oe 17 7A 
Hondunas®ia-e) eee one Stee 15 20 
Mexico qactereeie scsi 104 99 114 117 
Nicaragua® ....... SA ere 61 65 
Pertiessrsceveroesvs aves aes Ae 173 171 
Venezuela® ....... 251 261 347 428 

Local and central governments 

Argentina, iri sissies nae Sore oie 

Brazil acharacvosies huts Seco 662 695 

(Ghile vac cahadtoxtoiees ore 3,698 3,815 3,606 

Colombiawacereniectes 77 82 79 
ae) IGE Sondonc aire 

Heuador asus ae ae Seti 

Ele Salvadoree.. a siete 

Guatemala® ....... 

Honduras® ........ fe ote ret) 

Mexico ote. anecee 

Nicaragua® ....... 366 ads Ae 

Peru ea cn treet clstee tc ates 180 178 

Venezuela? ....... eles ies Sat 


Part II. Government income and expenditure, 194 7. 


1949 1950 1951 1952 1953 
657 650 719 658 636 
482 498 459 450 508 
3,333 3,739 3,982 4,842 4,862 
46 58 63 78 

152 125 138 210 246 
181 208 189 228 

43 52 66 69 69 

19 ats 16 19 19 

16 17 al 27 31 
114 113 117 155 136 
76 So 62 92 124 
188 241 254 298 306 
386 421 430 412 417 
824 936 924 962 979 
3,530 3,940 4,223 5,041 5,074 
© 78 88 100 115 
281 310 296 340 

194 248 261 305 314 


Sources: See table 1. Population figures were taken from the United Nations, Monthly Bulletin Statistics. 


aFor the fiscal years comprised between 1946/47 and 1953/54. 


broad field of social activities which has for many years 
been a feature of its government. The high figures for 
Argentina and Chile undoubtedly correspond to their 
greater degree of development. Venezuela’s position is 
the result of the substantial revenue accruing to the pub- 
lic sector, which has increased budget expenditure to an 
exceptional degree and has expanded the services and 
investment of the State. 


With very few exceptions, the relationship between 
real public expenditure and the real gross product has 
remained constant or has shown an upward trend over 
the last ten years. Only in Guatemala are their statistical 
indications of a decline in the share of the central gov- 
ernment. In Argentina and Brazil the tendency is for the 
public sector to play a more important part; this is also 
true of Venezuela, although government expenditure in 
this case has grown less rapidly than the gross product 
during more recent years. In Mexico and Colombia, the 
coefficient rose considerably in 1954, despite a drop in 
the percentage ratio for some individual years. 


The size of governmental participation in the gross 
product and the recent evolution of this share are due to 
several factors. In Venezuela, the cause lay in the large- 
scale expansion of petroleum production and the greater 
share of the State in the revenue from that industry, 
which has increased the resources of the public sector 
and, consequently, its expenditure. Among the determi- 
nants in Colombia and other coffee-producing countries 
was the increase in either income tax or export sur- 
charges which followed higher coffee prices. In addi- 


tion, some of these countries have had recourse to 
ternal and internal loans. Greater public expenditt 
was possible in Honduras and Costa Rica because t 


Table 4. Latin America: Per capita public 
expenditure, 1953 


(Local and central governments) 


National 

currency Dollarsa Percentag 

(At 1950 at 1950 of gross 
Country prices) prices income 
ATGenting weds see eee 800 127 23 
Brazil Seether 979 39 19 
CHilescerer acces eeremertce ie 5,074 60 PAI 
Golombiawtcss. chet ce 115 43 18 
Costa. Rica te... ei eee 246 42 20 
Eouador’ See... 2. eee 340 225 16° 
EL Salvador)? seenc cee 69 23 13 
(Cuatemalabiier. seers 19 19 11 
Honduras? 93).), nercntn ere 31 16 9 
Mexi cous Bic cinta eee 242 30 15¢ 
INicara pia? ia ar cnceeeae 124 18 12 
Peru <Fase tecsisca, eee 314 21 16 
‘Venezuclam cence cure chee 445 127 20 


-— ee 

Sources: See table 1. : 
_ ® To express public expenditure of the Latin American count 
in dollars at 1950 prices, the rates used were the same as tk 
used by ECLA for converting to dollars the national income 
ures expressed in each country’s currency. See also Econo 
Survey of Latin America, 1951-52, Op mCi pemocs 

> Central government only. 

¢ Estimate. 
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ee ee ee ee 
system was reorganized during the last decade and, 
particular, because higher taxes were levied on the 
ana-exporting companies. In Mexico, the growth of 
eral expenditure was mainly financed by higher taxa- 


; 


tion, distributed over different types of taxes. In Chile, 
the public sector maintained its share of the gross prod- 


uct not only by an increase in taxes, 


to bank loans. (See table 5.) 


but also by resorting 


Table 5. Latin America: Public expenditure as a percentage of the gross 
national product in selected countries 


teense 


Country 


Argentinat e272. 6s. k. 
Bral ewes. eee 
Chilege aga. a5 eecake 
Colombia 


see 


Costa RiGam! <5 sey. aves ot bier 


Ecuador? 


Guatemala 
Honduras 

IVIOKIGOME Cae ac.c.cd cts 
Nicaragua 
Peru? 


See eee eee 


a 


eee ee ee sens 


ee a Y 


tee 


sae 


Central government 


1950 


governments 
1954 1945 1950 
19> 22 23 
10 16¢ 19 
17> 17 16 
12 15 14 
12 u 
u 
lt 
12¢ s 
ga u 12 
15 14e 14 
18t aes 


Local and central 


158 
15 
21» 


Source: See table 1. The percentages were calculated by relating public expenditure to the gross 
product at market prices, both expressed in current values for each year. 


a Preliminary figures. 


b Calendar year 1953, obtained from an average of the data for the fiscal years 1952/53 and 


1953/54. 
¢ Calendar year 1947. 


4Fiscal year 1946/47. 
e Fiscal year 1950/51. 
f Fiscal year 1953/54. 
& Fiscal year 1945/46. 


) e different components of public expenditure, cur- 
+ outlays, transfer payments and public investment 
ip shown varying rates of growth. Current expenditure 
udes both administrative expenses and payments for 
nary educational, health, social welfare and defence 


bry 1945 1950 
eee 40 38 
MT cwsae ccs. : Pe 47 
ce arta en Sealers 49 54 
eee 47 50 
Rica SRLS S. 28 64¢ 70 
See. son ere. ae 48 
BACOL ts clecie clone else 65¢ 67 
Berralad tons. sabes G:3 56 59 
BMRA! cre) cleo cers cere toys, 2 76 72 
ara 43, 43, 
BMPS TIA Ta ielsiec)ale aiacs'se 81 78 
Rte iererieticile ss 6 oes gic 61 
CE pon ogee ca 58 48 


953. 
952. 


19: 


Current prices 


' 
: 


2 


47. 
946/47, 1949/50 and 1953/54. 


945/46, 1950/51 and 1953/54. 


Apart from the three categories in the table, 
|, 3.0 per cent for 1950 and 1.4 per cent for 1954. 


- 


1945 1950 


1954 

25 35 308 
se 26 26 

22 26 218 

at 20 18> 
20¢ 14 16 
note 19 26 
6¢ 5 5 
5 6 3 
16 19 27 
1 2 1 
12¢ 24 18 
13 12 13 


services. Its relative importance within total expenditure 
shows a tendency to decrease. This trend has become 
particularly apparent since 1950, although there were 
signs of it at an earlier date in some countries. (See table 
6.) Exceptions to this general rule are found in Argen- 


Transfer payments 


1 
sg See table 1, with exception of Mexico for which official statistics were used. 
{ 


Table 6. Latin America: Distribution of public expenditure within the central government 
(Percentages) 


Investment 
1950 1954 
2G 218 
27 26 
20 198 
30 30> 
16 27 
24 26 } 
29 30 
35 38 
28 40 
34 38 
21 33 
15 23 
39 33 


available statistics consider as “unclassified” some 5.8 per cent of the expenditure for 
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tina, Chile, Ecuador and Guatemala, where the partici- 
pation of current expenditure has increased, and in Vene- 


zuela, where the coefficient declined between 1950 and 


1952 and rose again in 1954, 


Transfer payments here include central government 
contributions to provincial governments and municipali- 
ties, payment of interest on the public debt, contributions 
to social security and similar institutions, retirement and 
old-age pensions, welfare assistance, and subsidies paid 
directly by the treasury. The heterogeneous nature of 
this category is reflected in the diversity of its trends in 
the various countries. Thus, its relative position within 
total expenditure, while remaining constant in Brazil and 
Venezuela, shows a substantial increase in other countries 
such as Argentina, Chile and Mexico. Conversely, the 
share of transfer payments declines in Central America 
because of the stability or reduction in absolute terms of 
interest payments on the public debt as against an in- 
crease in budgeted expenditure. 


As a general rule, investments follow an upward trend, 
except in some of the larger countries. The increases in 
public expenditure have been predominantly used for 
capital formation, this tendency being particularly marked 
in countries such as those of Central America which have 
only recently embarked upon a policy of economic devel- 
opment. Despite the greater expenditure under the head- 
ing of transfer payments, investment in Mexico has con- 
tinued to rise within the whole. On the other hand, a 
similar phenomenon in Chile has occasioned a sharp fall 
in the proportion of the budget devoted to capital forma- 
tion. The drop in public investment was particularly 
pronounced in Argentina, from 35 per cent of total ex- 
penditure in 1945 to 21 per cent in 1954; whereas there 
was relative stability in Brazil. The case of Venezuela is 
different, because between 1945 and 1952 the proportion 
of public investment within total central government ex- 
penditure rose from 28 to 39 per cent, at the expense of 
current expenditure, while the trend has been reversed in 
recent years, when the investment coefficient has declined, 
falling to 33 per cent by 1954. 


These aggregate figures scarcely provide more than the 
broad outlines of the real distribution of public expendi- 
ture; in consequence, very few conclusions as to the utili- 
zation of State resources for purposes of economic policy 
can be drawn from them, Expenditure within each of 
these three broad categories will therefore be analysed 
in greater detail in the following pages, for those coun 


tries where sufficient data are available. 


III. THE COMPOSITION OF CURRENT 
EXPENDITURE 


Current expenditure has been divided into four cate- 
gories for the purposes of this analysis, i.e., general ad- 
ministration, national defence, education and health. 


The first group includes all remunerations and pur- 
chases of non-personal goods and services for the depart- 
ments composing the ordinary machinery of government; 
it comprises the legislature and the different ministries 
in charge of internal order, foreign affairs and tax 
administration, as well as salaries and normal expendi- 
ture on dependencies of an economic nature (agriculture, 
trade, industry, etc.). Where it has proved impossible 
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in the case of these last to distinguish current expend 
ture from investment, their aggregate outlays have he 
classified under the heading of investment.* This met 
implies an overestimate and does not allow any sab 
factory comparison of the different categories. 


Although expenditure on general administration 
increased, just as it has for the other categories, in al 
solute terms (both in nominal and real values), its shar 
of total current expenditure shows differing trends. 
Colombia, El Salvador, Guatemala, Nicaragua and V 
zuela, the percentages in 1954 were lower than ten y 
previously, although in two cases—Guatemala and V 
zuela—they have risen since 1950. By contrast, the 
portion in Argentina, Brazil, Chile and Costa Rica 
tended to increase, the upward movement for Argentir 
having been particularly marked. (See table 7.) No ec 
nomic assessment of this type of expenditure can 
made simply on the basis of general statistics. The 
crease may have originated either in expanded and im 
proved public services or in the more equitable remy 
neration of civil servants and would represent real prog 
ress in public administration. But it might also reflec 
the employment of more personnel and bureaucrat 
expenditure unaccompanied—for various justified or 
justified reasons—by greater productivity in the goven 
mental sector. 


This situation may be more readily understood if 
number of public administration employees is compare 
with the total active population and, in particular, the 
employed in services. Table 8 follows this procedure 
with the addition of a further column to show the resul 
of this comparison when persons employed in agricu 
tural activities are excluded from the active population 
this is done to overcome the deficiencies as regaré 
rural man-power in the region’s demographic statistic 
The United Kingdom has been selected as a referen¢ 
point outside Latin America because it provides the mo 
complete data on this subject and because its publ 
administration is considered to be one of the most eff 
cient and has one of the highest ratios in relation to t 
active population. It will be seen that Argentina has i 
highest ratio for government employment, followed b 
Guatemala, Bolivia, Venezuela and Chile. Argentina h, 
higher public employment figures than the United Kin: 
dom in all cases, while in the other four countries onl 
statistics relating to the active population excluding agr 
culture and to services in general are higher. This leac 
to the assumption that in Latin America—particularl 
in the five countries concerned—the coefficient of curret 
administrative outlays may be over-estimated, implyin 
that there are other alternatives for a more productiv 
distribution of expenditure in the public sector. 


Because of its special nature, defence expenditure } 
usually classified apart. The inclusion of current expenst 
such as pay or allowances, rations, purchases of equij 
ment and other similar outlays constitutes no problen 
On the other hand, it has been discussed whether militar 
installations should be classified under investment. TI 
prevailing practice is to treat them as current accou 
expenditure, since they make no contribution to a cowl 
try’s productive assets in the sense of providing goo 


“This method had to be used in the case of the Central Ame 


ican countries because of the way in which their statistics a 
presented. “§ 
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Table 7. Latin America: Distribution of current expenditure 


(Percentages) 
General 
: Administration Defence Education « Health 

try 1945 1950 1954 1945 1950 1954 1945 1950 1954 1945 1950 1954 
| entina Mere clslsvatsloatehe 41 45 568 ou 32 238 lye 18 a a 
PORE CES s Hiss ate oie. es ce 4 54 53 59 37 34 33 9 13 . A : : 
ed Dit teeter rene es 35 37 38 Zi 26 23 24 23 PH) 14 14 17 
mbia¢ rete oc Sita les & 56 52 51 es Is 21 16 15 16 15 18 ll 
2, RICE Ss oe 38 43 ~- 44 14 10 12 37 35 34 ll 12 inl 
| Oi SA aes a see eee 34 40 29 40 25 16 12 4 
Bealvadort sa o66 0 ote 53 54 Be ile ANF! 15 18 18 22 12 12 13 
(cE See ae 48 41 44 19 18 16 20 25 26 13 LS 15 
aS ieee 44 45 54 37 29 16 12 17 16 ri 9 14 
BES ce cs foe sc. 63 61 60 18 23 15 16 13 18 3 3 t 
BiGlasiemoe. sone 71 55 61 Zz 20 16 10 13 ll if 12 12 


ies: See tabel 1. 
953. 


| eneral adnifnistration includes certain transfers. Defence and education include some capital account expenditure. 


he data in the first column, in each case, correspond to 1947. 


Data for the fiscal years 1946/47, 1949/50 and 1953/54. 


Data for the fiscal years 1945/46, 1949/50 and 1953/54. 


* 


Whe entire public sector. The data in the last column, in each case, correspond to 1952. 


{ncludes some capital account expenditure. Health includes social welfare expenses. 


Table 8. Latin America: Population employed in public administration® 


Column A as 
@ percentage 


Column A as a per- of the 

Public Column A as a per- centage of the population 

administration centage of total non-agricultural employed 

employees active population labour force in services 

(A) (B) (C) (D) 

IAD PONEIIA), lec) tisteisic a's <i « 520,000 a 9 15 
BOLIVIA TE 5. esi etele (er 0318 ox0' 27,600 4 7 15 
SES TRZTUP sis,< dare ste wise evs. <.0( 306,080 2 5 8 
MET EN Sree oleteretcgegstn ova tele’ous 107,569 5 i ils} 
Colombia wee cicep syo\sisieie 77,000 2 5 9 
Gosta Rica eck wie a5 os 6,000 2 5 8 
(Guibjaee eects cases 76,073 4 u 11 
Dominican Republic ... 19,785 2 5 16 
BCUAGON | cee-ctons 6 ays eleltess 28,552 2 5 12 
Re SaLVAU OL cee 6 6's + 0s 14,558 2 6 12 
Cuatemala™ sear ee sss): 17,500 2, 12 16 
EV QA Vee a slosete oteke.s' sie are ehs 12,000 1 4 & 
EV GHICHITAS tee le oper in a)one'0. 91 5,300 al 4 10 
: IM GXICO Us rere orale ene wi0.c'eare 188,105 7 5 11 
| INIA! ae RoeccteT 5,200 2 oD 9 
ANGWOCRY A 5.5 aio creme 4,900 2 4 dl 
IPAICRIER oc OS OO OUUI 10,000 2 5 10 
RGrtRee ects ctece ors..s570. sere 41,625 2, 53 9 
Wenleziela: terse sjeussse'e ese 95,535 6 10 7, 
United Kingdom ...... 1,350,000 6 6 13 


services that can be added to the volume of national 
me.” Nevertheless, wherever possible in this study, 
litary installations have been separated and have been 
ssed as a special group within investment. 


See Budgetary Structure and Classification of Government Ac- 
ts (ST/ECA/8), United Nations publication, Sales No.: 
A.XVI.3, February 1951, pp. 16-17. 


ee ————————————————————————— 


Sources: Argentina: figures from the Instituto de Prevision Social; Bolivia, Colombia, Costa 
Rica, Guatemala, Haiti, Honduras, Nicaragua, Panama, Paraguay and Peru: estimates based on 
the last population census; Brazil, Cuba, the Dominican Republic, Ecuador, E] Salvador, Mexico 
and Venezuela: figures from the last population census; Chile: estimates by the Corporacién de 
Fomento. 

a Excluding defence, education and health services. 


Although other reasons exist which may justify de- 
fence expenditure, an increase or an excessive share of 
such outlays in a budget represents, from the strictly 
economic standpoint, a withdrawal of resources from the 
formation of reproductive capital or from social and 
cultural improvements. The relative magnitude of defence 
budgets in some countries of the Old World has at times 
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made it almost possible for their economies to grow.® In 
Latin America, partly because armed forces have in- 
creased and partly because modern equipment costs 
more, not only has defence expenditure risen in absolute 
terms, but in some countries its relative share in the 
budget has also expanded. (See again table 7.) 


Some circles believe that all expenditure on education 
and health should be classified under investment, since 
these services contribute to the formation and improve- 
ment of human capital, which is as necessary as physical 
capital to economic development. In accordance with a 
somewhat narrower criterion, only investments of a 
physical nature have been considered as such in this 
study, although a separate grouping has been established 
within current expenditure so that investments in edu- 
cation and health can be considered individually. 


The sums allocated to education in the different Latin 
American countries absorb from 8 per cent to over one- 
third of current expenditure; those devoted to health, 


6 See Economic Survey of Europe, 1953 (E/ECE/174), United 
Nations publication, Sales No.: 1954.1I.E.2, chapter 8. 


Table 9. Latin America: Current expenditure in selected countries 


(In units of national currency at constant prices) 


Country Year Total 
Argentina) yews sees 1947 267 
1953 268 

Percentage variation.. — 
Brazila; waeiee se eal 1947 289 
1953 387 

Percentage variation 34 
Chile" ea aeweraeene 1947 1,976 
1953¢ 2,599 

Percentage variation. . 31 
Colombiais aectecaectssc acs 1947 22 
1952 33 

Percentage variation.. 50 
@ostag Rica ees seein 1947 92 
1954 132 

Percentage variation. . 45 
Heuddort ieee ere 1950 103 
1954 141 

Percentage variation. . 37 
Hie salyvacdoremesee 1947 23 
1954 37 

Percentage variation. . 61 
Guatemala ........... 1947 9 
1954 12 

Percentage variation. . 33 
Etonduras deen ent eam 1947 ig 
1954 19 

Percentage variation. . 73 
WNicaraguat 9223 so... 1947 53 
1954 1h 

Percentage variation. . 45 
Venezuelat ..........; 1947 179 
1953 226 

Percentage variation. . 26 


Part II. Government income and expenditure, 1947-] 


’ should be recalled, however, that Costa Rica’s expen 


with some exceptions, tend to be somewhat lower, as y 
seen in table 7. In most cases there have been 
variations in the relative share of such expenditure ¢ 
ing the last ten years, but there seems to have beer 
greater increase in the Central American countries, ¢ 
cluding Costa Rica, than elsewhere in the region, 


ture on education has been very high for a long time pa 


To obtain a proper estimate of the distribution 
ordinary expenditure, a comparison should be mad 
of the per capita disbursements on each of the prin 
items. Expenditure on general administration represen 
the major outlay in all the countries and is followed } 
that on defence, except in Chile and some Central Am 
ican Republics where outlays on education rank seco 
The trend in the distribution of expenditure during 
post-war years shows that the heaviest per capita 
creases in almost all the countries occurred in ou 
on education and health, but disbursements for gen 
administration expanded more in Argentina and C 
Rica, while the increment in defence expenditure 
more rapid in Ecuador and Venezuela. (See table 9.) 


General 
Adminis- Educa- 
tration Defence tion Health 
114 91 43 19 
122 89 43 13 
ff —2 a= —32 
156 108 25 
211 129 47 
35 19 88 sae 
742 541 414 278 
1,020 548 582 449 
37 1 40 61 
10 Yi 2 3 
14 12 4 3 | 
40 71 100 ; 
35 13 34 10 ; 
58 15 45 14 
66 15 32 40 
35 30 25 13 
56 56 Ze 6 
60 87 —l2 154 
12 4 4 3 
19 5 8 5 
58 25 100 67 
4 2 2 1 
5 2 3 2 
25 — 50 100 
5 4 ul i 
10 3 3 3 
100 25 200 200 
32 11 8 2 
46 12 14 5 
44 9 75 150 
110 it 22 20 
138 37 25 26 
25 37 13 30 


eee 


Sources: See tables 1 and 8. 


a General Administration includes transfer payments. Defence and 
expenditure. Expenditure on health included under education 


» Includes capital account expenditure. 
¢ Preliminary. 


4 Includes the fiscal years 1947/48 and 1953/54. 


education include some capital 
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THE NATURE AND EVOLUTION OF TRANSFER 
PAYMENTS 


Jisbursements of different kinds are grouped under 
heading of transfer payments within the budgets of 
tral governments. Their common feature is that they 
not constitute an element of final consumption by 
eral administrative services but represent a shift of 
rchasing power to other sectors of the. community. 


Some transfer payments can be made among under- 
ings which form part of the public sector. This hap- 
1s in the case of subsidies and of budgetary contribu- 
ns by the central government to provincial govern- 
mts and municipalities or to decentralized agencies 
forming public services which are normally a govern- 
ntal function. Transfer payments of this type are very 
portant in some countries. In Venezuela, for instance, 
dgetary contributions to the states represent over 90 

cent of all transfer payments. In Costa Rica, sub- 


sidies to municipalities have risen during the last ten 
years and their relative share of aggregate transfer pay- 
ments has grown from 17 to 55 per cent. Something 
similar has occurred in El Salvador, where, in relation 
to 1947, such transfers were 57 per cent higher in 1950 
and still 30 per cent greater in 1954, 


In Chile, Ecuador and Peru, aid of this type granted 
to non-profit-making organizations is particularly in- 
teresting. Such agencies include teaching, welfare and 
social assistance institutions, which provide public and 
cultural services but are organized on an autonomous 
basis and do not form part of the government machinery. 
In some cases they are simply private groups, such as 
universities, colleges, official and private welfare agencies 
and institutions for the protection of children. The im- 
portance of this type of transfer payment has increased 
over the last ten years, having risen in Chile and Ecuador 
from 6 to 9 per cent of total transfer payments and in 
Peru from 35 to 39 per cent. (See table 10.) 


Table 10. Latin America: Direct transfer payments by the central government in selected countries 


(Percentages) 
Financial payments 
(Public debt) Social security Subsidies 
nery 1945 1950 1954 1945 1950 1954 1945 1950 1954 
HITE aia Aiea aera 41 15 158 15 24 288 4 9 5a 
BUMP cites oss Sic oe ote es 27b 15 a 28b 34 41 21» 19 15 
pid SO cee aan 39 15 12a 38 48 582 — 24 162 
OEE SS ee, ae 62 63 71¢ = = = = =e — 
vo TCE ee eee ee 73 60 33 10 18 1m — — = 
MAT fers sd cye sie) sis ict 5's Ede 20 17 — — — 61 74 
BPREV AC OR ps cxciersrs. ose) oes ove 78 43 70 — = Mie ae ae oe 
BEA es ooRls owielete ee. c 82 65 39 18 35 61 — — — 
oc a ae — — = = =: = ae se a 
- oo Seas eee 21 15 qo 13 15 12 41 50 62 
LA ee oan is. ois Sieisve's 100 100 100 — = = = = —_ 
u = soc gee eas 39b 26 31 18> 20 28 6b 20 2 
BEARIGIAY Sos sc ues cs eee 4 34 3 4 2 4 = _ = 
Grants-in-aid Local governments Sundries 
1945 1950 1954 1945 1950 1954 1945 1950 1954 
CETTE @ ASSIA Se a es 15 Wi 164 24 35 362 1 —- -- 
ASS Sep RENEE AAIS COREA 12> 13 17 12b 19 20 — — mi 
MM Peis. eva ols « viale.s 6 10 9 12 — 12 5 3 4 
REPEAT Mie cara lets: a avnie' ss e's _- — — 38 37 29¢ — os — 
BPE IC AME ts, 0) ataltae syeeie — — — 17 22 55 -= — — 
ULE Se ee Ge eee 19 9 — — -- -- — a 
Barve COT Me acts es alote aes — — — 22 57 30 5 = ‘na 
oo SE ee ee eee “= as —- — ao z = cm, ia 
hduras4 SAPS 5 SOR Oe — —_ 2 4 Zz * a = ae 
RICO scccccvccevsecocsce — — on z aa 
7. GEC eae oa — — — — — 5 
P ete Se Te vie wiaa'ae 35> 34 39 2b — — — = ar 
SIAN OMIA go ale\a faua 6 arer vis¥e — ib — 96 93 93 -- _ 


Sources: See tables 1 and 8. 

41953. 

| 1947. 

41952. 

} Fiscal years 1946/47, 1949/50 and 1953/54. 
|Fiscal years 1945/46, 1949/50 and 1953/54. 


n Argentina, the proportion of transfer payments 
de to provincial and local governments rose from 
jper cent in 1945 to 35 per cent in 1950 and to 36 per 
ht in 1953. Transfer payments under this heading in 


| 
} 
i 


Argentine pesos amounted to 195 millions in 1945, to 
1,356 millions in 1950 and to 2,577 millions in 1953. 
The principal reason for the increase lies in the reform 
of the fiscal system at the end of the "forties; the central 
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government assumed responsibility for the administra- 
tion of several taxes which had formerly been handled 
by the provinces and municipalities, and the correspond- 
ing payments were later transferred to these levels. 
Transfer payments in the form of subsidies to non-profit 
agencies are also important in Argentina and are classi- 
fied in table 10 as “grants-in-aid”. The recipients were 
mainly universities or educational and welfare institu- 
tions, but this category also includes other autonomous 
agencies responsible for marketing products such as meat, 
cereals and yerba mate. Some of these subsidies origi- 
nated as direct allotments from expenditure in the na- 
tional budget, but the largest share in recent years has 
come from the legal participation of these agencies in 
the revenue from certain taxes. 


Brazil also demonstrates a considerable increase in 
the contributions of the Federal Government to states 
and municipalities, as well as in the grants-in-aid to non- 
profit-making institutions which perform public services. 
In 1954, these two items represented 37 per cent of all 
central government transfer payments. 


The grouping of these disbursements under the gen- 
eral heading of transfer payments is justified because, 
given the autonomy in expenditure enjoyed by such in- 
stitutions, no prior assessment can be made either of the 
shares to be used for consumption and for investment 
respectively, or of the composition of such expenditure. 
Any consolidation of the public sector’s accounts would 
have to make this distinction, and the various items 
would have to be grouped according to the final destina- 
tion of the expenditure. 


Even more important, from the economic viewpoint, 
are those operations which really imply a transfer of 
revenue from the public to the private sector, such as 
payments of interest on the public debt, pensions, social 
security contributions and subsidies to specific productive 
activities. 


The predominant trend in most countries during the 
last ten years has been towards a relative reduction in 
the interest paid on the debt in the central government 
budget.7 Moreover, in several cases—Argentina, Brazil, 
Chile and Costa Rica, for example—a decline is apparent 
in the per capita expenditure earmarked for this service. 
In Mexico and Peru there has been a fairly large per 
capita increase. With regard to Venezuela, amortization 
paid during the fiscal year contributed to the high figure 
for 1953-54. 


The more interesting aspects of the debt will be ex- 
amined elsewhere;® but it is pertinent to note here that 
the financial burden originating in the government debt 
represents a relatively unimportant factor in the budgets 
of the Latin American countries mentioned above. There 
are two main reasons. Firstly, governments have recently 
made little use of the traditional sources of public credit, 
frequently resorting to other, and less orthodox, means 
of financing the deficit (principally Central Bank issues) , 
largely because domestic financial markets have been 


“In almost all the countries shown in tables 10 and 11, the fig- 
ures refer to interest payments, since amortization is included 
among financial investments. Exceptions to the rule are Peru and 
Venezuela, where it was not possible to separate interest from 
amortization. : 


8 See chapter III, part II. 
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weakened by inflation. Secondly, a substantial part o 
the newly-contracted debt has been channelled thro 
the autonomous agencies responsible for paying the n 
terest. Hence the over-all financial incidence of the pub. 

debt is far greater than that revealed by central govern 
ment statistics. 


State expenditure on welfare and social security ha 
shown increases of some significance in almost all th 
countries listed in table 11. Nevertheless, two furthe} 
important aspects should be considered, First, with thi 
exception of Chile and, to a lesser degree, Argentina, 
sums spent by Governments, in terms of per capita com 
tribution, are small in relation to other items in the bud 
gets. (See again table 8.) This is probably because socia 
security is a relatively new institution in many of th 
Latin American countries and, in many cases, becausi 
its sphere of activity does not yet extend to all economi 
sectors or to all geographic areas. Secondly, there art 
other types of transfer payments that have grown mort 
rapidly than welfare outlays, with the result in som 
countries that there has been no appreciable increase it 
the participation of welfare in aggregate current ex 
penditure. 


Particularly notable in some countries is the substan 
tial increase which has taken place in expenditure o 
subsidies for public utility enterprises and private ecd 
nomic activities. This type of transfer payment has bee 
of special importance in Argentina and in other cou 
tries which have experienced a period of prolong 
inflation, such as Brazil, Chile and possibly Mexico. Th 
main objective has been the maintenance of low price) 
and tariffs for essential consumer goods or services 0 
public interest, losses by individuals and corporate bodie 
being offset by direct state subsidies. In other ca 
subsidies have been granted to cover the deficits of stat 
undertakings which, although they operate at a loss, ar 
considered to be of national importance. Assistance o 
this latter kind has also been employed in other countri 


In Chile, direct subsidies to public utility companie' 
and to the private sector—particularly transport—wert 
of little significance in 1945, but they absorbed some 1\ 
per cent of all transfer payments in 1954 and represent 
a substantial per capita outlay. In Mexico, the item o 
subsidies and grants-in-aid is the largest within th 
category of transfer payments and has also shown th 
greatest per capita increase over the last ten years. : 

Subsidies granted through the budget in Argentin: 
absorbed 9 per cent of transfer payments in 1950 (34( 
million pesos at current prices), declining to 5 per cen 
(389 millions in 1953). The year of maximum expendi 
ture on this item was 1951, when it amounted to 964 
millions. The main beneficiaries have been the mea 
packing plants, railways, airline companies and_ th 
Instituto Argentino de Promocién del Intercambi 
(TAPI). Nevertheless, the picture would still be incom 
plete without a mention of two very important events 
Railway operation has in recent years shown a heavt 
deficit which has not been covered by the Governmen 
except in 1947, It may be assumed that the losses wer 
not offset during the rest of the period or that compensa 
tion was made through other channels. Most of the sub 
sidies to private activities were not provided directly by 
the central government budget, but were paid througl 
IAPI, which, in turn, was financed with profits accruin; 
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Table 11. Latin America: Per capita transfer payments in selected countries 
(In units of national currency at 1950 prices) 
Financial ia 

untry ; Years Total payments eae Subsidies Grants-in-aid pide Sundri 

MUI Ls. 5 550) .5 0 STIRS 1947 159 41 19 11 = 
: a2 1953 214 33 59 ll J ie al 
Percentage variation. 34 —20 210 — 17 i ae 
SE ats «go icre <6 afore iersvats 1947 86 23 25 18 8 i “9 
i iN 1954 136 10 55 20 22 : 
’ercentage variation 58 —57 120 whit 175 a : 
2 eee eeS eee 1947 783 238 292 51 65 a 6 
‘ ay 1953 1,344 157 783 219 123 ip? EF 
Percentage variation, 71 —34 168 329 89 s 
_ 1947 10 6 a mm 
1952 11 8 = ps y E 

Percentage variation. 10 33 a an : ish 
osta Rica ........... 1947 29 20 ie a AL rie Ee 
1954 36 12 4 — 33 on me 

Percentage variation 24 —40 33 — — x =a 
BEAL OTE cota stave ya. a8 age 1950 oo 7 21 i os 
1954 76 12 56 i att A 

Percentage variation. 117 71 167 — fe 
Meealvador ......... 1947 ey 2 — — — “05 = 
1954 28 2 es * a 08 3 

Percentage variation. 12 — - = — — 80 Ps 
TR) ree 1947 15 2 2 8 — — 3 
1954 44 6 5 29 — — 4 

Percentage variation. 193 200 150 262 — — 33 
TU 1947 0.8 0.8 — = ae —s = 
1954 0.8 0.8 — a = oe _ 

Percentage variation. == — = — = = re 
BRENT 5 Cfafeinjs ike «sich as wid’ 1947 21 8 4 1 4 il _- 
1954 53 16 15 1 20 1 — 

Percentage variation. 152 100 275 a 185 =— = 
Menezuela ........... 1947 53 2 2 — — 49 — 
1954 55 2 2 as = 51 = 

Percentage variation. 3 — _— as a 4 ae 


ources? See tables 1 and 8. 
@ Includes the fiscal years 1947/48 and 1953/54. 


rom foreign trade operations and with loans from the 
entral Bank. This situation has contributed to inflation 
and to the critical position of Argentina’s balance of 
payments. The subject will be studied in greater detail 
hen foreign exchange policy is examined elsewhere.® 


In Brazil, subsidies have also increased in absolute 
rms, although their relative share has declined. Never- 
theless, both in this country and in Chile, heavy subsidies 
have been granted during recent years which were chan- 
nelled indirectly through the exchange system. The study 
and analysis of these transfer payments and of their 
sffects upon the domestic economy and on development 
will be found in the chapter dealing with exchange policy. 


V. PUBLIC INVESTMENT 


The main contribution of the public sector to the 
sromotion of economic development is made through 
he budget items devoted to investment. In so far as 
hese investments represent a net increment in the pro- 
luctive capital of a country, they cause direct growth 
»f the national product. They can also exert an influence 
yy providing the economy with basic services and instal- 
ations, which, in addition to their own contribution to 
he expansion of production and revenue, also provide 


9 See chapter IV, part II. 


an incentive to private investment. Similarly, the creation 
of more satisfactory educational, health and housing 
conditions not only helps to improve the material situa- 
tion and the productivity of the human factor, but also 
prepares the physical and spiritual requisites for a more 
active and better-trained participation of the population 
in the future economy and for the increasing application 
of technological progress to productive activities. But, 
as in the case of the private sector, public investments 
may be made which do not contribute to the growth 
of the economy. At the government level, public funds 
are sometimes spent on installations whose justification 
is doubtful or on luxury facilities which, while they may 
be desirable for other reasons, add little or nothing to 
capital formation. Hence, in order to assess the share of 
the government sector in economic development, it does 
not suffice to refer briefly to aggregate figures for public 
investment; they must be broken down according to 
their nature and final purpose. 


Primarily, a distinction should be drawn between real 
investment and financial investment. The former repre- 
sents the purchase of entirely new assets, which are added 
to those already in existence. Financial investment con- 
sists of the acquisition of previously produced assets and, 
while it may signify investment from the aspect of the 
public sector, it adds nothing to a country’s stock of 


capital. This is true, for instance, of public debt amotti- 
zation, of the purchase of already existing private secur- 
ities, of the acquisition of buildings, or of payments to 
private individuals for their shares in nationalized enter- 
prises. Financial investment has, wherever possible, been 
set apart in this study, since the primary objective is to 
assess the government contribution to capital formation. 
Nevertheless, in most cases it has not been possible to 
separate financial investments from real investments. An 
illustration might be the purchase of buildings to be 
demolished or utilized for the construction of public 
works, when this information is not specified in official 
accounts, 


A second distinction has been made between direct and 
indirect investment. The former relates to works carried 
out by the public sector itself, while indirect investment 
embraces loans granted to private interests for purposes 
of real asset formation. 


Direct investment, which constitutes a high percentage 
of the total in the Latin American countries, may be 
carried out by the Government itself or by specialized 
autonomous institutions. Wherever the nature of the 
work done by these institutions could be determined, the 
corresponding budget allotments have been classified 
under the item relating to the activity undertaken, for 
example, agriculture, transport, etc. Where this was im- 
possible, public contributions to these agencies have been 
grouped in one column. These specialized institutions 
sometimes have extra-budgetary resources at their dis- 
posal, such as revenue of their own or internal or ex- 
ternal loans, which form part of the public sector’s re- 
sources devoted to capital formation. Even so, in order 
to maintain the homogeneity of the figures, the standard 
procedure has been to include in government investment 
accounts only those budget allotments set aside for these 
institutions. 


Indirect investment is usually made through special 
agencies, such as agricultural, industrial, mining and 
housing credit banks. In a few cases, Governments have 
granted funds to institutions which make no direct con- 
tribution to production, as, for instance, certain mortgage 
credit institutions, but this is the exception rather than 
the rule. Budgetary funds for credit institutions have 
been included in the statistics as government investment, 
any other resources which these establishments may have 
used having been disregarded. 


The method adopted has, however, caused certain 
problems. Development corporations in some countries 
are both credit institutions and agencies carrying out 
specific tasks and it has rarely been possible to separate 
the share corresponding to each activity. To overcome 
this difficulty, the entire government contribution to these 
institutions has been considered as direct investment,!° 
except in those cases where it could be verified that 
credit activities represented most of their operations, as 
is true of the Banco Nacional do Desenvolvimento Eco- 
nomico in Brazil. 


There has been an outstanding increase in public in- 
vestment during the last ten years in Latin America. 


10 For instance, in Guatemala to the Instituto de Fomento de la 
Produccién, in Honduras to the Banco Nacional de Fomento, in 
Mexico to the Nacional Financiera, and in Venezuela to the Cor- 
poracion Venezolana de Fomento. 
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(See table 12.) With the single exception of Chile, all 
the countries selected show an expansion of fiscal capital 
formation. Per capita investment provides even clearer 
evidence of the degree of growth and its relationsh 
to other budgetary items. In Brazil, the per capita incre 
ment amounted to 81 per cent between 1947 and 1954, 
in Colombia to 15 per cent, in Ecuador to 8, in Mexico 
to 29, in Peru to 233 and in Venezuela to 82 per cent, 
The most spectacular increases, in general terms, appear 
in Central America, because in the main it is only since 
the Second World War that the countries in this area 
have embarked on a development policy with active gov- 
ernment participation. Even in Costa Rica—where the 
main objective of fiscal policy in 1948-52 was to place 
the treasury on a sound basis after the civil war—invest 
ment has increased considerably since 1953.11 In Argen- 
tina, where in 1947 central government investments had 
declined in relation to 1945, the increase was only 6 per 
cent from 1947 to 1953.’* Chile is the one country where 
government investment has decreased in recent years, 
the cause being the inflationary spiral during this period. 
This situation has, in the fiscal field, been manifest in 
the disproportionate increase of ordinary expenditure 
and of transfer payments, as well as in the inability of 
the tax system to provide a volume of revenue sufficient 
to meet additional outlays. 


Nevertheless, the expansion of investment has not im- 
plied that its relative position within the whole budget 
has risen in the same proportion, as current account 
expenditure and transfer payments have also shown heavy 
increases, even in those countries where Governments 
have made considerable efforts towards capital forma- 
tion. It might thus be enquired whether no possibility 
exists of even more active participation of the public 
sector in capital formation, through judicious economies 
in other types of expenditure. 


Most government investments in Latin America are 
made directly.!* The credit activities of autonomous in- 
stitutions, although significant in some countries, repre- 
sent only a minor share of government activity. This is 
partly because at the present stage of development, not- 
withstanding the great differences of degree, greater 
attention has had to be paid to basic installations. As 
may be seen below, investment in transport accounts for 


the largest share of public investment in almost all the 
countries, 


In order to appraise the nature of investments in 
relation to economic development, they have been classi- 
fied in three broad categories. The first, entitled “Invest- 
ment in productive activities”, embraces all investments 
which contribute directly to productive capital formation, 
such as agricultural development, transport, energy and 
funds for the autonomous development agencies, The 


; 11 The statistics for Central America are exaggerated, since they 
include current account outlays by the Ministries of Economy. 
Public Works, Agriculture, Education and Health. It was not pos- 
sible in these countries to distinguish administration expenditure 
from investment and the budgets of these ministries thus had to 
be grouped under the latter head. 

12Tt should be recalled that official welfare foundations and, to 
a lesser degree, social security institutions have made substantial 
investments during this period and such investments are not in- 
cluded in central government statistics. 

13 As noted earlier, some investments in development corpora- 


tions—classified as direct investment i 
n table 12—are used for 
loans to the private sector. ; 
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in selected countries 


Percentage 
increase 
in per capita 


Per capita investment 


Investment 
(Millions of 
units of 
national 
currency at 
intry Years perhaies ee 
z entina PR ihsiss 1947 BLOM Pe 2,253 
\ 1950 3,027 2,963 
; 1953 2,839 2,821 
a 1947 3,248 3,179 
1950 7,047 7,035 
1954 6,928 5,292 
BARRA See 1947 5,194 4,911 
1950 4,342 4,170 
1954 5,147 5,002 
ombia ...... .. 1947 210 172 
1952 229 198 
1954 287 
SPHMRICR .ceess: 1947 Srais 16 
1950 Biers 16 
1954 Bt 64 
OR aba ine 1950 we 139 
1953 aes 189 
1954 aad 284 
Salvador ~...... ~ 1947 Seg 19 
1950 ass 25 
1954 ee 36 
laremala ....... 1947 were 17 
1949 ae a 18 
1953 woe 22 
mduras® §.....% 1946 sae 5 
1949 a2 id 
1953 see 20 
Lot 1947 1,060 a 
1949 936 _— 
1954 1,663 = 
maragua® ....... 1946 Oe 8 
q 1949 dorset 8 
; 1953 Be 49 
EE oe aac 55° 5, 1947 133 133 
1950 314 292 
1954 619 599 
nezuela® ....... 1946 334 305 
1949 634 628 
1953 749 749 


‘Sources: See tables 1 and 8. 
r Fiscal years. 


ond, which has been called “Investment of a social 
iture”, covers those public works which tend to aid 
e human factor by improving educational, health and 
yusing conditions. The third category, entitled “others”, 
ludes investments which have a less direct bearing 
1 the development of the economy, such as military 
stallations, urbanization and buildings of a different 
pe from those included in the other categories, Apart 
om the arbitrary element inherent in the classification 
self, the available data are not absolutely precise; com- 
arisons between countries are therefore of doubtful 
Jue. Even so, some interesting conclusions can be drawn 
om an analysis of table 13. 


In Argentina, investment in productive activities, which 
1947 constituted only a third of aggregate direct in- 
stment, raised its share to 57 per cent in 1953. The 
ost significant increases under this heading are found 
funds devoted to transport, road, rail, ports, port 
rvices and airports. Larger contributions have also 


oy investment 1954/45 
Percentage ese Percentage Seay We oe 
99 19 1 142 
98 64 2 178 
99 18 1 151 6 
98 68 2 67 
100 12 0 136 
76 1,636 24 121 81 
95 283 5 940 
96 172 4 715 
97 144 3 788 —16 
82 39 18 20 
86 31 14 19 
23 15 
; 5 — ie 
: — 20 
6 —- 70 224 
— 44 
= 54 ' 
c — 80 8 
_ 11 
— 13 
— 17 61 
— 6 
— 7 
_ rl 11 
‘ 4 
_- 4 
— 13 253 
— — — 44 
_ _— — 37 
_ — — 58 29 
; ‘ — 11 
ies —_ 8 
alee — 47 341 
100 ware — 16 
93 22 a 37 
97 19 3 67 233 
91 28 8 73 
99 6 1 128 
100 0 sare 134 82 


been made to agriculture and energy. Social investment 
continued to absorb a virtually constant share of the 
total, with a higher percentage for health services. How- 
ever, schools, colleges, hospitals, clinics, etc., could not 
be distinguished from buildings of other kinds and are 
consequently included under buildings in general. Funds 
for housing show a low coefficient, but it should be re- 
called that from 1950 to 1952 budgetary funds for this 
purpose were much higher than in 1953, and that, in 
addition, a great deal of housing is included under the 
item of buildings or has been erected by other types of 
institution (foundations and social security institutions). 
During the whole period, buildings and military installa- 
tions together, despite a decline in the latter during 1953, 
absorbed a high percentage of direct investment. 


Capital formation by the Federal Government in Brazil 
has been directed mainly towards productive activities, 
particularly transport. Agricultural investment could not 
be separated from the total. As for allotments to autono- 
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Table 13. Latin America: Direct investment by central governments in selected countries 
(Percentages as a total of direct investment) 
In productive activities Social investment Others 
Autono- bbe 
i ous insti- Educa- build- a 
Country Years Total Aan er ee Energy Drie osed Total ae Health Housing Total ing, etc. Defe n 
Argentina.. 1947 33 — 31 2 — 8 — 8a — in an 
1950 43 2 35 6 — 8 — 62 2, 4 a 
1953 57 8 43 6 — 7 — 62 1 | a 
Brazil 1947 90 — 66 — 24 — — — — os oa 
1950 81 — 78 = 3 1 — ae 1 . f 
1953 85 — 84 — id 1 — a 14 oon 
1954 84 — 80 — 4 if — — 1 15 15 Ro 
Chile 1947 56 3 25 — 28 8 H 6 1 36 18 
1950 69 4 29 — 36 11 2 8 1 20 13 
1953 66 3 28 — 35 11 2 8 1 23 19 
Colombia... 1947 70 9 55 6 — 16 — 16 — 14 14 : 
1950 67 8 41 1 17 9 — 9 — 24 24 ‘ 
ie 1952 60 11 45 = 4 19 s 19 = 21 21 a 
Mexi 1947 79 16 49 14 a BEY 1.3 12.4 Tipe 5.5 
a 1951 81 20 39 22, — 14.3 3.4 9.8 11 4.0 3.4 
Perae ese 1947 58 6 16 36 — 4 — 4 — 38 38 
1950 54 6 27 21 — 7 — iG — 39 39 
1953 53 1183 31 9 a 3 — 3 44 44 
1954 50 11 26 13 — 2 =: 2 oa 48 48 
Venezuela>.. 1947 47 9 24 — 14 49 1l 26 12 3 — 
1950 67 4 49 — 14 26 — 15 3 7 2 
1953 67 9 47 — 11 21 10 11 _- 10 PA 


Sources: Official figures and ECLA estimates. For Mexico: the Mexican Government and International Bank, op. cit. 


a Comprises only sewerage and drinking water. Other types of investment are included under the item of building. 


b Fiscal years. 


mous institutions, these were assigned principally to 
undertakings of an industrial nature: Petréleos Brasi- 
leiros, the Volta Redonda steel mill, the Fabrica Nacional 
de Motores, the Companhia Nacional de Alcalis, the 
Hidroelectrica Sao Francisco and the Companhia Vale 
do Rio Doce. Social investment appears with a very low 
share of the total. Here again, it has been impossible 
to separate educational and health installations from 
building in general, which has a relatively high coeff- 
cient. It should be noted that in Brazil the states also 
devote a large share of their expenditure to purposes of 
capital formation, within which public works of a social 
nature occupy an important place. In 1954, some 22 per 
cent of State expenditure and 21 per cent of municipal 
outlays represented real investment. 


For Chile, the figures in table 13 do not include 
total direct investment because the proportions financed 
through bond issues (13.8 per cent in 1947 and 7.0 per 
cent in 1954) are unclassified in the official accounts. 
As for those which are classified, it may be seen that 
investment in productive activities has risen consid- 
erably, increasing from 56 per cent in 1947 to 66 per 
cent in 1953. Although there has been an increment in 
the share of transport, the growth of productive invest- 
ment is almost entirely due to contributions made to 
autonomous institutions, particularly to the Corporacion 
de Fomento, which has, during the years under review, 
carried out large-scale projects in electricity and steel 
making. Despite the proportional increase in public health 
installations, there has been no major increment in 
investments of a social nature because of the relative low 
expenditure on housing.'* Perhaps the figures relating 
to other building include social investment items and 


have thus led to an over-estimate. In any event, invest- 
ment of a military and non-economic type has dropped 
in relative terms from 36 to 23 per cent over the last 
ten years. i 


In Colombia, there has been a decline in the proportion 
of the total represented by investment in productive ac- 
tivities, which had formerly constituted a high per- 
centage. On the other hand, the share of expenditure on 
building has increased, although this item includes some 
investments of a social nature. Official capital outlays on 
transport continue to be the largest item, although there 
has been an increase in expenditure on agriculture in 
recent years. 


In Mexico, where the figures in table 13 cover the 
entire public sector, very high percentages have been 
invested in productive activities. Furthermore, they rose 
steadily between 1945 and 1951, reaching 81 per cent 
of the total in the latter year. While outlays on transport 
have declined somewhat, those on agriculture and energy 
have increased.1> Social investment shows an upward 
trend, caused mainly by the construction of educational 
buildings and houses, while there has been a decline in 
public health items. Figures for military installations are 
particularly low in Mexico, and these investments, as 
well as those for other buildings and urbanization, fell 
from 7.3 to 4.0 per cent between 1945 and 195]. 


14[t should be noted that the building of dwellings has consti- 
tuted a very large item of investment by the autonomous social 
security institutions. As against 4.8 billion pesos, at 1950 prices, 
in funds allocated by the central government to the Instituto de la 
Vivienda during the period 1945-53, social security institutions 
made direct investments in this activity of about 8 billion pesos. _ 

15 Energy here includes electricity and petroleum. 
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In Peru, the figures reveal an evolution similar to 
| lombia’s, with a relative decrease in productive invest- 
jent and an increment for buildings. Nevertheless, the 
frcentages for agriculture and transport within the 
| al represent fairly substantial increases. 
| 
| 


| Venezuelan investment in productive activities rose 
jom 47 per cent in 1947-48 to 67 per cent in 1953-54, 
jainly because of the rapid growth of expenditure on 
jansport services. Investment in agriculture retained its 
are, while contributions to autonomous institutions de- 
jined. On the other hand, there was a sharp drop in 
cial investment, which fell from 49 to 21 per cent. This 
duction affects educational as much as public health 
stallations. With regard to housing, public accounts 
1954 do not record any allotments for the institute in 
arge of this type of work, which was mainly financed 
jith credits from building enterprises. Investment in 
luilding improved its share of the total during the period, 
thile that for military installations rose from 2 to 7 per 
ent. This means that non-social and non-economic in- 
lestments represented a proportion of 3 per cent in 
947-48 and 10 per cent in 1953-54, 


As a rule, the marked trend in public expenditure in 
jatin America has been towards raising investment in 
ctivities directly designed to foster production. Trans- 
ort continues to be the main object of this type of 
overnment activity, although the importance of energy 
as also increased in many countries, particularly through 
he action of specialized official institutions. To a lesser 
degree, agricultural investment has followed a somewhat 
jimilar course. Outlays of a social nature continue to 
absorb a considerable share of public investment, al- 
ough their relative importance has tended to decline 
some cases. As for expenditure less closely related to 
onomic development, its relative share has decreased, 
yith the exception of the one or two countries spe- 
ifically mentioned above. 


I. PUBLIC EXPENDITURE IN RELATION TO THE 
WHOLE NATIONAL ECONOMY 


| The analysis of the effects of public expenditure upon 

he economy as a whole is a complex subject, which 
ould require consideration of many elements not in- 
luded in this study. Nevertheless, on the basis of the 
data contained in preceding pages, some remarks can 
be made which may help to clarify the functions of fiscal 
policy in relation to development problems. 


Public expenditure not only represents a very sub- 
stantial share of national income in quantitative terms, 
but, because of some of its intrinsic features, it also plays 
a unique role with respect to income variations. The 
relationship existing between government expenditure 
and national income in some Latin American countries 
is shown in table 4. The coefficient appears to be smaller— 
between: 10 and 15 per cent—in Ecuador, Mexico, Peru 
and the Central American countries. The highest figures 
are registered in Argentina with 23 per cent, Venezuela 
with 21, Brazil with 19, Colombia with 18 and Chile 
with 17 per cent. 

- Apart from the relative importance of these amounts 
within aggregate national income and domestic demand, 
public expenditure has greater autonomy, since It de- 
pends principally on the independent decisions adopted 
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at the national level. In fact, in countries such as those 
of Latin America, where the export sector is very largely 
responsible for the fluctuations of production and in- 
come, the decisions of the export sector in their turn 
depend on world market conditions. Because of their 
importance within aggregate income, exports thus tend 
to become the dynamic element in economic life, but the 
variations affecting their volume and price originate 
abroad. Production for the domestic market is planned 
on the basis of estimates of future national demand, 
which are strongly influenced by the prospects for those 
export activities whose specific importance within aggre- 
gate income is greatest. In addition, the internal effects 
of investment in production for domestic purposes are 
weakened by the fact that much of such investment 
consists of expenditure abroad, in the form of imports 
of capital goods and raw materials, Bearing in mind 
the existing differences in the evolution of the Latin 
American countries, investment in productive activities 
for domestic consumption in less highly developed coun- 
tries has, broadly speaking, not attained the autonomous 
nature and dynamic role which characterize private in- 
vestment in highly industrialized economies. On the 
other hand, public expenditure has no reason to be 
subject to foreign market conditions or to fluctua- 
tions in domestic demand; in this sense it enjoys 
autonomy because, within rational limits, economic 
authorities are at liberty to establish the volume of 
expenditure and, as a result, the funds devoted by 
the pbulic sector to the community’s effective de- 
mand. It is true that a decline in production and in- 
come in other sectors can bring about a reduction in 
public revenue which obliges the Government to reduce 
its outlays, and this has frequently occurred in Latin 
America especially in countries which depend largely 
upon their foreign trade. In this case, the attitude of the 
authorities would reflect what was taking place in the rest 
of the economy. But such a situation is not inevitable, 
and, in fact, the public sector, by means of higher taxes 
or any of the known forms of indebtedness, is well able to 
maintain and even increase its expenditure when its cur- 
rent revenue is reduced. The policy of deficit spending 
consists essentially in this type of procedure and has more 
than once been employed in the Latin American countries. 


To this autonomy of the public sector is added the 
circumstance that in this sector decisions are usually 
centralized in one or a few responsible agencies, whereas 
in private enterprise variations in expenditure and in- 
vestment are the result of an infinite number of unco- 
ordinated individual decisions. Hence public expenditure 
constitutes a dynamic element in the formation and mag- 
nitude of national income, on whose variations it can 
exert a decisive influence, just as it can neutralize—at 
least partially—the effects of fluctuations occurring in 
other sectors. 


Modern fiscal policy, which is based on this fact, is 
thus a powerful instrument which requires extremely deli- 
cate handling. The nature and size of public expenditure 
can be utilized in a positive way—and in fact has been 
so used in Latin America—to offset inflationary pressure 
arising from international trade or, more frequently, to 
maintain adequate levels of employment and income 
when exports decline. In this way it helps to preserve a 
balanced position which is favourable to economic devel- 
opment. But an opposite effect is also possible. A con- 
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traction in public expenditure in times of recession has 
on more than one occasion sharpened the fall in income 
and provoked an unnecessary interruption in the process 
of growth. More frequent still have been instances where 
an exaggerated increase in public expenditure has oc- 
curred at times when the levels of income and the supply 
of goods and services made it inadvisable to expand 
purchasing power. In such cases the public sector has 
absorbed a higher share of aggregate available goods 
and services than it has been able to finance from ordi- 
nary fiscal income or from transfers of savings from 
the private to the public sector (measured by the pro- 
portion of the public debt in private hands). Inflationary 
pressure thus arises, which, if sustained, would seriously 
prejudice economic development.'® 


Development is as much influenced by the composi- 
tion of public expenditure as by the general level of such 
outlays and their relationship to the other groups con- 
tributing to national income. The governmental sector 
distributes its resources between consumption and saving, 
in the same way as private individuals, and both cate- 
gories of expenditure provide innumerable possibilities 
for the use of resources, which have different effects 
upon economic life. 


Consumption expenditure by the public sector has been 
analysed in the foregoing sections for several countries 
of the region under the headings of both current account 
expenditure and transfer payments. It is unnecessary to 
repeat what has been said on the role which the different 
categories of outlay have played within the aggregate. 
An evaluation of the marginal utility of governmental 
services depends on the importance assigned to the 
various needs of the community. Even so, from the eco- 
nomic standpoint, certain criteria can be established as 
to the composition of public expenditure. From the eco- 
nomic point of view, it is clear that a broad field of 
action exists in some Latin American countries for a 
more rational distribution of current government ex- 
penditure. 


Special reference should be made to the situation in 
some countries affected by inflation where particular 
significance has been acquired by those transfer pay- 
ments or subsidies which maintain specific goods and 
services of an essential nature at prices lower than those 
prevailing on the market. The effect upon the redistribu- 
tion of income, which was apparently the aim of this 
procedure, is open to discussion, but it is intimately 
linked with the tax structure of each country. With a 
progressive tax system, such transfer payments may cause 
a real improvement for lower-income groups. But in 
some Latin American countries which have suffered from 
prolonged inflation, the regressive nature of the tax 
system has tended to become more pronounced in recent 
years. As a result, it is highly doubtful whether these 
transfer payments have contributed towards a redistribu- 
tion of income and it is very probable that the incidence 
of the subsidies is actually borne by those who receive 
them. When the need for greater financial resources to 
meet this growing item of expenditure has been met by 
persistent recourse to inflationary measures, and not by 
tax revenue, the burden is created by higher prices for 


16 See chapter III of part II, and the Economic Survey of Latin 
America, 1954 (E/CN.12/362/Rev.1), United Nations publication, 
Sales No.: 1955.11.G.1, chapter I, Part I. 


the other non-subsidized products, which must also | 
borne by the consumer. 


In addition to these aspects, transfer payments hay 
had other unfavourable effects upon economic develop 
ment. They have acted in certain countries as palli 
measures which have retarded the adoption of soun 
methods for attacking the causes of an unsuitable pric 
structure. In some cases, they have artificially maintain 
very low prices for certain imports, discouraging 
mestic production and leading to exaggerated cons 
tion which has affected the balance of payments. Ev 
where they have been absorbing a continuously increasin 
share of public expenditure and have thus reduced go 
ernment resources for capital formation. These statemen 
do not imply that under certain conditions some type of} 
subsidy may not be necessary, as a temporary measure 
to deal with a transient imbalance or to offset the effects : 
of problems which could not be fully solved except at| 
the cost of greater sacrifices. But the conversion of such 
measures into a permanent system may lead to unde 
sirable consequences for the economy as a whole and 
for development in particular. ret 


It seems to be an accepted principle today that one 
of the major public contributions to economic growth 
consists in attempting to increase the community’s mar- 
ginal rate of saving; in other words, one of the chief 
aims of fiscal policy in under-developed countries should 
be to channel a growing share of income increments 
towards capital formation. To achieve this objective, the 
State can use the tax system and budget expenditure as 
a means both of encouraging private savings and of en- 
larging its own contribution to investment. On this basis, 
it may be useful to examine briefly how the public sector 
has increased investment in the Latin American countries, 


The contribution of the public sector to aggregate 
capital formation varies from one country to another. 
(See table 14.) In some cases, such as that of Mexico, 
public investment has contributed over 40 per cent of 
aggregate capital formation in recent years.17 The figures 
for Argentina, Chile and Venezuela, although somewhat 
smaller, are also high. Except for certain isolated years, 
the share of the government sector in all countries has 
never fallen below 10 per cent. Its assistance has mainly 
taken the form of real direct investment, although by 
extending credit, the public sector has also contributed 
to the capital formation of private enterprises. 


A comparison of the changes which have taken place 
in public investment and private investment during re- 
cent years is of particular interest. Figure I shows the 
behaviour of capital formation at constant prices for the 
public and private sectors, and aggregate investment. 
During 1945-47, the sharp upswing of capital formation 
in Argentina was entirely due to the private sector, as 
public investment declined during that period; the re- 
verse occurred in the following year, but, if a slight rise 
in 1951 is excluded, since 1949 both public and private 
investment have followed a downward trend. The out- 
standing feature in Brazil was the neutralizing effect of 
public investment, which rose when private capital for- 
mation tended to decline and vice versa, within a general 
trend towards a higher aggregate level of investment. 
The decisive role of public investment should be noted 


17 The figures include the entire public sector in Mexico. 
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investment and financing of private investment by the central government in 


selected countries 
(As percentages of total gross investment) 


1948 


1949 


1958 


1951 


1952 


1953 


1954 


27.5 23.9 20.8 23.2 21.6 22,2 . 
0.1 0.1 0.4 0.5 0.3 0.2 

27.6 24.0 21.2 23.7 21.9 22.4 

10.0 16.8 19.5 13.4 8.8 12.0 or 
0.0 0.0 0.0 0.0 0.3 2.6 2.9 

10.0 16.8 19.5 13.4 9.1 14.6 12.0 

27.1 25.5 30.2 33.0 39.4 23.9 , 
2.3 2.0 13 15 1.0 0.7 S00 

29.4 27.5 31.5 34.5 40.4 24.6 . 
6.0 10.4 10.0 15.3 13.8 — = 
1.3 1.3 0.8 1a 15 — = 
7.3 aE 10.8 16.4 15.3 18.7 23.7 

13.3 12.0 14.7 16.0 9.4 

37.3 40.0 47.0 38.2 42.2 43.0 48.1 

18.0 19.5 35.9 33.9 25.2 24.4 
1.6 0.9 0.2 0.3 0.2 0.0 

19.6 20.4 36.1 34.2 25.4 24.4 6 


1945 1946 1947 
entina: 

‘eal investment ........... Sarelsarevere 42.0 DASH 15.4 
imancing of private investment..... 4.6 1.6 0.2 
| TOTAL 46.6 27.3 15.6 

pil : 
SePAPINVESTMENLt: ..oiej0.6s 00 00d ssc 8.7 
inancing of private investment..... é 0.2 
TorTaL — — 8.9 

e: 
eal investment ........... Aninmce 39.2 34.8 33.6 
nancing of private investment..... 0.9 0.6 0.9 
Tora. 40.1 35.4 35.5 

p mbia: 
eal investment ......... aretavetate ete as 22, 4.7 4.6 
inancing of private investment..... ~- 0.8 1.0 
) ToTaL ey S45) 5.6 
i auras: 

Peeeinvestinent ...4.66.:0c0s0c00s ee 19.4 15.5 12.3 
ico: 

MEEMITIVESTINENL | cic-sre.cjoc:c.cis weceaee ce 35.4 36.4 

| ezuela:> 

eal investment ......... elerbiereyerstorere 56.6 

/inancing of private investment..... o are 52, 

Toran 368 223 618 


Jources: See tables 1 and 8. 
| The entire public sector. 


‘| The fiseal years were averaged to compare them with data for civil years. 


the case of Colombia. During the last eight years, 
-real volume of private investment has remained 
ost constant, with the exception of a sharp fall in 
49; conversely, public capital formation has moved 
ladily upwards, practically without interruption, pro- 
ling the sole basis for the aggregate increase in national 
estment. In Chile, the two sectors have been almost 
ually responsible for the stationary level of capital 
rmation between 1945 and 1954. Public investment 
| Mexico has been the major determinant of the rising 
nd—not very pronounced, but steady—in total capital 
mation during the last ten years. A similar pattern 
evident in Venezuela, where private investment has 
ried sharply from one year to another, apparently 
rough the influence of the investments made by the 
troleum companies, while public capital formation has 
oved steadily upwards, particularly between 1945 and 
49; since 1952, however, the private sector has made 
e chief contribution since 1952 to the increase in 
‘eregate capital formation. (See Figure I.) 


The influence of official investments upon the gross 
oduct is related to the type of investment made. When 
ey are mainly devoted to productive activities, a quan- 
ative increment in available goods may be expected 
rer a fairly short period, according to whether the 
oduct-capital ratio in each case is high or low. In con- 
ast, social investment has only an indirect influence 
son an increase in the product, or has a very low pro- 
ictivity per unit of capital as is true of investment in 
lucation, public health and housing. This factor partly 
plains the different results obtained in selected coun- 


tries from public investment. In Mexico, for instance, 
in addition to favourable weather conditions, investments 
in agriculture have contributed to the substantial in- 
crease in rural production during recent years. In Argen- 
tina, on the contrary, where investments for non- 
productive activities have been the largest, the rate of 
growth of the gross product has been much slower, and 
in some sectors—particularly agriculture and livestock— 
there has been a recession in relation to previous years.1® 
While no claim is made that official investment is the 
only factor to be considered in both cases, its influence 
has without doubt been significant in the recent economic 
growth of these two countries. 


Apart from direct investment and the provision of 
credit to the private sector, a Government can encourage 
capital formation through its demand for goods and 
services. The more it spends money within the country— 
that is, the lower its propensity to import—the stronger 
will be the incentives to produce the goods required. The 
variety of government purchases is very great, but, in 
view of their size, they can help to create an effective 
demand that is sufficient to induce private capital to 
invest in new activities or to expand existing installations. 
This fact acquires a certain practical significance be- 
cause private sectors in some countries have criticized— 
not without reason—the excessive official propensity to 
import, or the official choice of foreign suppliers based 


18 See “The situation in Argentina and the néw economic pol- 
icy”, Economic Bulletin for Latin America, Vol. I, No. 1, op. cit. 
p. 26 et seq. 


130 


Part IJ. Government income and expenditure, 1947-1 


Figure I 
LATIN AMERICA: COMPOSITION OF TOTAL GROSS INVESTMENT 
(At constant 1950 prices) 


Semi-logarithmic scale 
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on very small differences in price, without due regard 
to the indirect effects of government purchases upon 
capital formation. 


Competition between the Government and the private 
entrepreneur, with its effects upon the latter’s investment 
decisions, is another important aspect of the influence 
of public expenditure upon the whole economy. Govern- 
ment competition may make itself felt in two ways: (a) 
through the acquisition of productive resources, par- 
ticularly man-power and technicians; and (b) through 
the sale on the market of goods and services which are 
produced by the private sector. The latter proceeding 
appears to have little importance in general terms. Offi- 
cial investment in Latin America has been mainly directed 
towards the establishment of basic installations: means 
of transport, irrigation works, etc. Although in electric 
power and petroleum industries, there is—at least in 
some countries—a pronounced trend towards public 
ownership of the enterprise, individual cases would have 
to be studied before any opinion could be given, because 
their character as the public services or basic industries 
is related to very special circumstances which are usually 
advanced as the reasons for State intervention. The com- 
petition for unskilled labour apparently represents no 
problem in most of the Latin American countries, be- 
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cause a high level of under-employment exists in primary 
activities. This is not so, however, for skilled workers 
and technicians. The solutions (immigration of qualified 
personnel, encouragement of technical education, ete.) 
which have been adopted in areas where competitior 
has become acute, constitute an additional effort o 
great importance for future development of the region’ 
economies. 


As a rule, then, competition by the public sector doe: 
not appear to be any great obstacle to private investment 
Nevertheless, in some countries and in some very im 
portant branches of production, State action is predomi 
nant. Undoubtedly, government investment in these spe 
cific activities has, sometimes deliberately, discouraget 
private investment. In the particular case of sectors where 
foreign capital is concerned, the effect of government! 
intervention may be more important still, because of ¢ 
broader interpretation of the position of the State ir 
relation to private capital or foreign investment. The 
reasons for the maintenance of such a policy by some 
Governments lie outside the strictly economic sphere 
and thus any attempt to appraise them would have te 
take into account, not only the economic aspects, bul 


also political considerations which are beyond the scope 
of this study. 


I. THE TAX STRUCTURE OF LATIN AMERICA 


1. THE OVER-ALL TAX BURDEN 


The proportion of tax revenues to gross national in- 
e is appreciably smaller in Latin America than in 
le United States and in the more highly-developed coun- 
es of Europe, covering the same general range as in 
e less developed countries of Europe and Asia. (See 
ble 15.) In Latin America, central government receipts 
jpresent from 6 to 15 per cent of the national gross 
oduct, except in Venezuela, where they amount to 18 
r cent, although, if the taxes paid by the petroleum 
mpanies are excluded, the proportion drops to 7 per 
nt. In the United States public revenue has accounted 
r approximately 15 to 20 per cent of the gross na- 
pnal product in recent years, while in the more highly- 
veloped countries of Europe for about 15 to 30 per 
mt, On the other hand, in Burma, Ceylon, India, Spain 
id Turkey its share varies from 7 to 17 per cent. 


pies 


| 


| 


) The ratio of total public sector tax receipts to gross 
ational product is somewhat similar. In Latin America, 
is ratio fluctuates from 10 to 22 per cent; in the 
nited States, it ranges from 20 to 26 per cent, and in 
e highly-developed countries of Europe from about 
5 to 45 per cent. 


| The differences in the over-all tax burden from one 
buntry to another are attributable to a variety of causes, 
ich as the level of military and defence expenditure, 
onomic and social programmes financed with govern- 
ent funds, and government social policy. But the main 
pason for the discrepancy between the incidence of 
xation in Latin America, on the one hand, and in the 
jnited States and most of the countries of Western 
urope, on the other, lies in the relative degree of eco- 
omic development. An inferior level of development 
mplies a lower tax base. Although the regressive nature 
£ the tax system affects the under-privileged sectors, the 
scal product is much smaller than in more highly- 
eveloped countries. Moreover, in many Latin American 
ountries it is practically impossible to tax a substantial 
ortion of the population who are to a large extent out- 
ide the money economy. Income taxes, which in the 
ndustrialized countries yield high or substantial per- 
entages of total revenue, are much harder to apply. The 
roportion of potential income-taxpayers is much smaller 
nd the costs of administration relatively greater; in 
ddition, the problem of avoiding interference with 
Himuli to the investment required for development is in 
very way more complicated and serious. Systematic 
ecounting is less widely practised and, mainly because 
ft the lower over-all level of economic development, the 
dministration of the tax laws leaves much to be desired. 


This situation should not be interpreted to mean that 
ossibilities for increasing tax receipts are exhausted in 
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Latin America. This is far from being the case, despite 
the limitations and difficulties imposed by the level of 
economic development. In the course of this study, some 
of the ways in which the tax structure can be improved 
and revenues increased without prejudicing economic 
growth will become apparent. 


Although tax burdens in Latin America as a whole 
are lighter than in the more highly-developed countries 
of the world, this should not obscure the fact that there 
are very significant differences among the Latin American 
countries themselves. The available data are not suffi- 
ciently complete to warrant categorical generalizations. 
They do, however, seem to justify the tentative conclu- 
sion that in general the larger, more developed and more 
diversified countries of Latin America bear significantly 
greater tax burdens than the others. This holds true for 
Argentina, Brazil and—even excluding receipts from 
copper—Chile. On the other hand, the incidence of 
taxation in the comparatively small and less diversified 
economies of Central America and Ecuador is distinctly 
lower. Mexico is a notable exception to this rule; con- 
sidering its size and economic structure, the tax burden 
is relatively light. In Venezuela, the ratio of over-all tax 
receipts to the gross national product is relatively high, 
but this is due to the substantial receipts from the large 
petroleum companies; when such revenue is excluded, 
Venezuela falls into the group of Latin American coun- 
tries with relatively modest tax burdens. 


Among the general economic factors which have a 
major effect upon the tax revenue and structure of Latin 
America, and, consequently, on tax burdens, the chronic 
inflation to which a number of countries have been sub- 
ject for many years is worth specific mention, Inflation 
tends to reduce both incidence and revenues in real 
terms in the case of certain types of taxes, not only 
absolutely but also in relation to other taxes. It is apt 
to create a lag in income taxes which reduces their real 
burden and yield; tax obligations arising in one year are 
paid in the next in a depreciated currency. Similarly, 
inflation greatly alters, as a rule, the incidence of the 
various taxes. Many indirect taxes, which are compara- 
tively easy to collect and to adjust to inflation, tend to 
gain in importance. Income tax exemption levels are 
often forced downward in real terms; the impact of the 
tax rate undergoes considerable modification; many 
groups in intermediate-income brackets are forced into 
the upper categories with their higher rates; and those 
in the maximum bracket, where the rate ceases to aug- 
ment, often pay lower real taxes because of currency 
depreciation. Numerous differential taxes, designed, for 
example, to encourage industry or discourage the owner- 
ship of unused land, lose some of their efficacy. Inflation 
frequently exalts the problem of taxation of capital gains, 
particularly from investments which are not especially 
desirable from the social angle, into one of prime im- 
portance; these gains are often so great and so constant, 
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Table 15. Tax revenue in relation to gross national product 
(Percentages) 
Central government Local and central government 
1950 1951 1952 1953 1954 1950 1951 1952 1953 
Latin America . 
AT gentina mpsrcdetstercerde ster Gciate wineries 14 15 16 15 Vee 17 Nes ie es 
Brazile ee siaciietlecarieisicer «eisisie eee 5 8 10 10 10 9 16 18 - ; = 
Golombiaspac acess 4 yaks orate Sioa 8 10 10 10 1l 16 17 
hi 
: es otal srcepeewseicreieia aes wearae 13 15 15 14 12 os - 7 e 
(b) Excl. large foreign companies 12 E 2 3 7 4 a ii 7 
ete ay aie oratelelersicisiore S006 8 
Put Mer Measae Binliee & 4 14 4 14 2 14 13 14 14 
Venezuela 
(CI ANNE BAS oho coeacdan abac Bneee 20 20 18 18 ce ris ye a a 
(6) Excl. large foreign companies 8 8 i Uf ee Oe “ar 
EluSalvadoracte. acs. siete ocuyeereae «sist 5 10 10 10 10 , oa 3 
Guatemala gy asyesctis ciereteciicreieisieteel ele 8 9 9 10 2 
Honduras 
(aye Total eecmncrect soe creer: crrelets's 7 8 8 ‘ A a6 
(b) Excl. large foreign companies 6 6 i 5 Boe oie A Ste 
MEXICO TP Pa fatia et tncele 6 c(ctere siolversnicievee 7 10 10 8 8 : Re aeote 
North America 
(United Statesaeece es sccisecticie castle 14 16 20 20 20 20 22 26 26 
Average 1948-50 Panes 
Local and government 
a iia Saba 1950 ay 
Europe Asia } 
NTISLT Babmaveieus 6 crettuerne eke Pisses aiers 25 rele Burma! ?. 0 s0s.. 85am eee oe 8 
Belgium’ \cemccaeesse dee decess 25 34 Geylon Bess roscoe cstecitaeteee 13 
Denmark*eer cs cocree escent Hei 264 Indiay ceased. chins ne lee lee 5 ; 
Era CCM arta cieictet cle’ crey stoke sherer ciate 21 32 
NtalyCRers aac idars 6 ale ssh slots ole 15 368 . 
Netherlands@ig ss. sre siecle cles eles 26 33 
INOrWay: (os .s..as osreatetrnes.e 6 ae 28 41 . 
SDA raeeisrs care siecle tele Gtesa si9.c 15 46.0 
Swedentsme ccacacs cs oeetercotee te 23 33 
Turkey" ess ccs aie la sotetnie ote 14 ae 
Wnited! Kangdoms.3¢s.ctenieee 35 42 
Western Germany ............ 29¢ 


Sources and notes: Official statistics for the Latin American countries were regrouped by ECLA in the interests of uniformity. In the 
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a 


case of Venezuela and Honduras data for fiscal years were averaged to obtain calendar year figures. Data for European countries were 


for these countries were calculated on national income at factor cost. United States; Economic Report of the President, January 1956. 
The figures for some Asian countries were obtained from The United Nations Statistical Yearbook 1954, for central government income, 
and from Statistics of National Income and Expenditure, United Nations publication, series H. No. 8 for the gross national product. 


2 Fiscal year 1952/53. > Fiscal year 1953/54. ¢ Annual average 1948-49. 


; 
, 
obtained from the Economic Survey of Europe for 1949, prepared by the United Nations Economic Commission for Europe. ney 195M 
> 


4¥Fiscal years 1948/49 and 1949/50. ©1948. f Fiscal years 1947/48, 1948/49 and 1949/50. 8 Fiscal year 1948/49. 


as well as being mainly dependent upon inflation, that 
they lose their character of fortuitous earnings and be- 
come in effect a form of unearned income. Finally, in- 
flation creates a lag of receipts behind expenditure which 
is liable to reinforce the initial inflationary process and 
to cause far-reaching effects on the economy as a whole. 


2. IMPORTANCE OF TAX REVENUES FROM THE EXTERNAL 
SECTOR 


One of the main characteristics of taxation systems in 
the Latin American countries is the high proportion of 
tax revenue obtained from activities directly connected 
with foreign trade. Table 16 shows the respective per- 
centages contributed by import and export duties, royal- 


ties and other taxes on production for export to the total 
revenue levied by the central government in each of the 
countries under consideration.1 i 


- 

In seven of the thirteen countries covered in the 
table—Venezuela, the five countries of Central America. 
and Chile—the proportion of aggregate revenue ac- 
counted for by the external sector was more than 45 per 
cent, rising to its highest in Venezuela, where it was 75 
per cent. In three countries—Ecuador, Mexico and 
Colombia—the corresponding figure was between 25 and 
40 per cent. Only in two countries—Argentina and 
Brazil—was the external sector of less importance in 


) 
1 For Brazil, Chile and Colombia, the statistics in table 16 repre- 
sent the total for the public sector. 


: 
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sector in selected countries and relationship 


to ordinary income, 1953 or 1953/54 


(Million units of national currency ) 


Total taxes 
levied on the 


sta external 
Fovekie eres Percentage pete 
mrina-.. 15,717 977 6 299 
Mes... 14,184 7,858 li 7,366 
> Jaan 58,223 25,989 45 7,382 
mbia®# . 1,511 374 25 250 
la Rica.. 194. 129 66 102 
dor... 810 309 38 293 
Salvador. 130 84 65 49 
emala . 61 35 57 23 
duras .. 43 23 53 21 
Weoirs.. 3/1) 43357 1,225 28 631 
agua 161 107 67 99 
ae a 3,089 902 29 607 
pzuela .. 2,658 2,006 75 384 


ce: Official statistics. 
otal public sector. 


tion to total revenue, with coefficients of 6 and 11 
cent respectively.” 


e specific sources of the external sector revenues 

considerably among the different countries. Income 
*s, royalties, payments for exploitation rights, ex- 
ge profits, etc., derived from large foreign companies 
aged in the production and exportation of a single 
¢ commodity provide a very large proportion of total 
nue in two countries, and significant percentages in 
ral others. Of Venezuela’s total current revenue, 

t 60 per cent was derived from the petroleum in- 
ry; of Chile’s, over 32 per cent came from copper 
jing and, to a small extent, from the nitrate industry.* 
(Costa Rica and Honduras, a considerable share of 
}1 current revenue was derived from “tributaciones 
pgalias” paid by the large foreign companies engaged 
he production and export of bananas, and in Colombia 
n “tributaciones y regalias” paid by the petroleum 
npanies. 


xport duties, paid mainly by local producers and ex- 
ers, accounted for substantial proportions of total 
enue in two countries and for somewhat lower per- 
ages in several others. In El Salvador and Guatemala, 
ies of this nature, chiefly affecting coffee, provided 
m about 35 to 12 per cent, respectively, of total 
rent revenue. Since the price of coffee is fixed in a 
Id market on which the two countries in question 
rt only a relatively small influence, these duties con- 
te in effect a direct, though unprogressive tax on 
ducers and exporters. The shares of total current 
enue corresponding to export taxes amounted to 9 
| 14 per cent respectively in Peru and Mexico, where 
h duties are imposed on a variety of products and are 
cipally paid by local producers and exporters; about 


In the case of Colombia and Brazil, the table tends to under- 
» the comparative fiscal importance of the external sector be- 
se total revenues given comprise non-central-government revy- 
es, which in Colombia include none and in Brazil only a rela- 
ly minor portion of those derived from the external sector. 

“Tributaciones y regalias” and “derechos de exportacion” con- 
solely of receipts from petroleum in Venezuela and proceeds 


a copper and nitrates in Chile. 
| 


Percentage eos Percentage psc Percentage 

2 a i — = 
10 492 1 — — 
13 7,898 14 10,709 19 
16 79 5 57 3 
52 12 6 15 8 
36 15 2 —_ ose 
38 35 PH _— = 
38 2 19 — == 
50 1 3 — —- 
14 595 14 _ 
61 8 5 — = 
20 291 9 — = 
14 137 5 1,485 56 


4 to 5 per cent in Nicaragua and Colombia, where again 
they fall for the most part on local enterprise; and only 
negligible percentages in Brazil and Ecuador. 


Import taxes are a significant source of revenue 
throughout Latin America, except in Argentina, where 
in the year under review they provided less than 2 per 
cent of total current revenue. They are especially im- 
portant in the Central American Republics and Ecuador, 
where they alone contributed from about 35 to 60 per 
cent of current fiscal income, their share greatly exceed- 
ing that of export taxes in all these countries. In the 
remaining countries, the proportion of total current 
receipts derived from this source varied from about 
10 to 20 per cent. 


This heavy dependence upon the external sector for 
revenues has a variety of important effects on taxation 
systems and economic activities. Firstly, in many coun- 
tries, tax revenues are subject to sharp fluctuations 
caused by changes in the world market for one product 
or for a few commodities. Budgetary instability is thus 
created which has repercussions on the over-all economy, 
increasing its vulnerability to external factors. Secondly, 
these fluctuations influence public investment plans and 
introduce a strong element of uncertainty into medium- 
and long-term economic development programmes. 
Thirdly, the ease or difficulty of obtaining revenue from 
the external sector indirectly affects tax policy for the 


internal sector, and thus helps to determine the tax 


burden, the utilization of potential sources of revenue 
and the relative importance of direct and indirect taxa- 
tion in the fiscal system. 


Chile and Venezuela, which present extreme cases of 
dependence on revenue derived from the export of a single 
key commodity, may be used for illustrative purposes. 
A break-down of total government receipts from taxation 
in Chile shows that during the period 1945-55 the ex- 
ternal sector contributed approximately 50 to 60 per 
cent; receipts from copper and, to a much smaller de- 
gree, from nitrates, alone accounted for about 30 to 40 


per cent. (See table 17.) 


j 


Table 17. Chile: Central government taxation revenue 
SS eee 


External taxation 


Taxes 
Total levied 


revenue on large Internal 
from Import mining taxation 
Year taxation Total duties companies total 


(Billions of pesos at 1950 prices) 


1948 crc 18.6 9.3 3.0 6.3 9.3 
1946...... 18.5 9.3 5ye) 6.1 9.2 
OAT areuesere 22.1 IPE 3.4 9.3 9.4 
19485. ste 24.5 13.3 3.9 9.4 11.2 
1949 Sasa 24.0 11.9 4.1 tell Iz 
950 eer. ors 23.4 lal 3.5 8.2 11.6 
L950 ess: ond 13.2 4.5 8.7 125 
O5 2ereieer 31.6 19.1 4.7 14.4 125) 
VOSS rrereters 28.3 13.7 3.9 9.8 14.6 
(Percentages) 
945 reise 100 50 16 34 50 
WO4G 5 sie. 100 50 18 32 50 
ne). ee 100 57 15 42 42 
1948...... 100 54 15 38 46 
N9AG oo. 525 100 49 7 32 51 
TOS OR erstars 100 50 15 35 50 
TOS 1 esters 100 51 VP 34 49 
195 2irereiste.- 100 60 16 46 40 
LOSS ereeiere 100 48 14 35 51 


Source: Official statistics. 


Chile’s fiscal receipts from copper are obtained from 
income tax paid by the copper companies; from profits 
on the purchase and sale of foreign exchange accruing 
from copper shipments; and, in a minor degree, from 
duties on copper company imports. During the years 
1952-54, there was also a tax of 100 per cent on the 
surcharge, that is, the amount by which the sale price 
of copper exceeded 24.5 dollar cents per pound; this 
tax was abolished in 1954 and was more or less replaced 
by income tax adjustments.* 


The great extent to which government receipts from 
copper are vulnerable to sharp fluctuations in the price 
and demand for this commodity is clearly evident. Such 
resources declined from 6.3 billion pesos (at constant 
1950 prices) in 1945 to 6.0 billion in 1946; they then 
rose to 9.4 billion in 1948 and fell to 7.7 billion in 1949, 
after which they increased to 14.7 billion by 1952, but 
dropped sharply to 9.8 billion in 1953. Since copper 
has been representing 40 per cent or more, often much 
more, of Chile’s visible exports, receipts from import 
taxes are indirectly affected by the foreign exchange 
earned by this metal; these receipts also fluctuate, though 
over a narrower range than the direct proceeds from 
copper, and with a somewhat different timing. 


The fluctuations in receipts from the external sector 
are so sharp that they impart a serious instability to 
total revenue, despite the fact that about 40 to 50 per 
cent of total current tax receipts are derived from in- 
ternal taxation which is relatively stable. Aggregate tax 
revenue has followed a trend roughly parallel to that of 
receipts from copper, showing one mild, and then two 
acute declines in the period 1945-53. It fell from 18.6 
billion pesos (at 1950 prices) in 1945 to 18.49 billion 
in 1946; from 24.5 billion in 1948 to 23.4 billion in 


4 See also chapter IV, part II, pp. 154 et seq. 
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1950; and from 31.6 billion in 1952 to 28.3. billion 
1953. These fluctuations have tended to cause or agg 
vate budget deficits, and have been a key facto ; 
accelerating the marked inflation to which Chile | 
been subject. 


The relation between receipts from petroleum and oth 
current central government receipts in Venezuela, 
dicates the substantial and ever-growing extent to wm 
revenue is derived from the former source. (See ta 
18.) The proportion of total current receipts for whi 
petroleum accounted was about 50 per cent in the fise 
year 1944/45, decreased to 45 per cent in 1945/46, a 
then rose fairly steadily to 61 per cent in 1953/54, — 


Venezuela derives revenues from petroleum in seve 
ways. There are royalties of 16.66 per cent of the 
value of petroleum produced, plus receipts from — 
granting of exploration, zonal and other rights; 
receipts, which constitute the category “hydro-carb 
in the relevant table, are not strictly speaking tax re 
nue, but rather returns from government property, sil 
in Venezuela, as in most Latin American countries, 
sub-soil, according to the old Spanish law, is p 
property. Furthermore, there is the income tax paid 
the petroleum companies. Finally, there are exch 
profits accruing from currency transactions with thes 
companies, which have been grouped in the category 
“export duties”. 

The fiscal importance of Venezuela’s petroleum in 
dustry is still greater than is apparent from the statistics 
In the first place, receipts from import duties which 
after receipts from petroleum, form the next larges 
single category, depend to an overwhelming extent o 
foreign exchange earnings from petroleum exports. Sec 
ondly, the level of internal taxation is considerabl 
affected by the influence of petroleum on the creatior 
of income and on the purchasing power of the econom 
as a whole. Import duties have been accounting fo 
about 15 to 20 per cent of total current receipts, but thi 
proportion has shown a tendency to decline. ¥s 


Because of the upward trend in the world demand fo 
petroleum, and because this commodity is not subjec 
to fluctuations as sharp as those affecting internationa 
trade in most primary goods, Venezuela’s revenue fron 
this source seems, for the time being at least, to rest 01 
a reasonably firm basis. It should nevertheless be notet 
that in the fiscal year 1949/50, when there was a mik 
recession in the United States and a foreign exchang 
crisis leading to a general currency devaluation in West 
ern Europe, government receipts from oil in Venezuel: 
were almost 8 per cent less than in the preceding year 
Consequently, revenue from import duties also declined 
Moreover, potential competition from other petroleum 
producing areas should not be overlooked, as well a 
the possibility that the United States may raise the cus 
toms tariff on imports of petroleum, a measure whi 
has from time to time been strongly advocated by th 
coal industry and other interests. It would not be safe 
therefore, to assume that further and perhaps evel 
greater reductions will not take place. The large an 
growing receipts from petroleum have permitted Vene 
zuela to impose light internal taxation, Despite the fae 
that per capita income in Venezuela is among the highes 
in Latin America, the ratio of taxes to gross product 
one of the lowest. Specifically the levels of exemptiol 
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Table 18. Venezuela: Central government revenue 
seins Revenue derived from petroleum Internal sector 
ordinary E. al r 
L years revenue serie Total sa se spon $ abe rn, Total eB gee 
e. axes 
(Millions of bolivares at current prices) 
“a 38eg0 oe 413 308 4 27 277 104 141 113 28 
oo: ee 456 316 ll 61 244 141 156 119 31 
: nicola d eed 585 44 178 363 193 195 136 59 
2, areteisie 1,560 GL 904. 76 266 562 267 241 160 80 
_ 1,963 1,499 1,155 62 392 702 345 283 190 93 
D-50. 1,896 1,405 1,067 103 363 601 338 307 198 109 
0-51... 2,126 1,605 1,240 lll 345 784 365 332 217 115 
|: 5) 2,297 1,752 1,390 114 465 811 362 358 238 120 
B-03..... 2,371 1,803 1,428 126 539 763 375 377 251 126 
3-54..... 2,658 2,006 1,622 137 584 900 384 442 268 175 
' (Percentages ) 
bn 100 67 50 1 4 45 Le, 
23 18 5 
p-46..... 100 64 45 i 9 34 20 2d 7 5 
ee 100 70 53 4 16 33 17 18 12 by) 
a a 100 75 58 3D 17 36 17 15 10 5 
B-49..... 100 76 59 3 20 36 17 14 10 5 
EDU sisi ss 100 74 56 5 19 32 18 16 10 6 
SSL 100 75 58 5 16 37 Lig¢ 16 10 5 
OZ... 100 76 60 5 20 35 16 16 10 5 
2 100 76 60 5 23 32 16 16 1 5 
Bia eles « 100 75 61 5 22 34 14 17 10 Ht 


bource: Official statistics. 
Exchange differential. 


m income tax are among the highest in Latin America, 
d the effective rates among the lowest. 


The other cases in which fiscal income substantially 
pends on single export activities are less extreme than 
pse of Chile and Venezuela. In El Salvador, and Gua- 
aala, for example, though export taxes, falling mainly 
coffee, represent a large and expanding source of 
yenue, they do not dominate and pervade all fiscal 
teipts as occurs in Venezuela and Chile. (See tables 
jand 20.) Receipts from export taxes in the two Central 
erican countries account for a far smaller proportion 
total revenue than is provided by those from petro- 
in Venezuela. These taxes have not hitherto im- 
rted any general instability to the whole of the fiscal 
btem, such as results from fluctuations in copper re- 
pts.in Chile; in fact, during the period covered there 
s no decrease in receipts from this source in Guatemala, 
d only a mild decline in El Salvador during 1952. 
tentially, however, these taxes, particularly if revenue 
bm them increases in relative importance, are capable 
introducing considerable direct vulnerability to ex- 
al factors into the fiscal systems of both countries. 


When a large share of revenue is derived from the 
ernal sector through import duties rather than export 
ivities, dependence on the external sector is mitigated, 
t not entirely eliminated. Fiscal receipts from import 


xes are mainly and ultimately, though indirectly, de- _ 


ndent on the foreign exchange earnings from exports; 
ey are therefore vulnerable to fluctuations in exports. 
here such receipts account for large proportions of 
‘al revenue, as in Central America and Ecuador, this 
Inerability is of great potential significance. 


The vital importance of the economic structure in 
termining the degree and nature of fiscal dependence 


on the external sector can be seen from a few specific 
considerations relating to concrete cases. The very heavy 
fiscal dependence on petroleum in Venezuela is clearly 
related to the fact that it constitutes a distinct economic 
sector whose earnings and productivity are outstandingly 
higher than those of the rest of the economy, the whole 
of which is subject to its influence. The situation is 
similar in relation to copper in Chile, although, because 
the Chilean economy is more diversified, fiscal depend- 
ence on copper is less extreme in percentage terms. 
Employing less than one per cent of the active population, 
the copper industry has been contributing approximately 
7.5 per cent of Chile’s gross product. Productivity, in 
terms of the number of workers employed, is over ten 
times greater than in the economy as a whole.® 


The banana industry in Costa Rica and other Central 
American countries, though it also diverges from the 
pattern followed by the remaining sectors in the econo- 
mies concerned, does so less sharply and, probably for 
this reason, is relatively less rich as a potential source 
of revenue. In terms of technique, the use of capital 
equipment, productivity, etc., the banana industry does 
not constitute so distinct and separate an entity as do 
petroleum in Venezuela and copper in Chile. The differ- 
ence between the ways in which the banana and coffee 
industries are taxed in Central America and the systems 
elsewhere is related to the disparity in the organization 
of these industries. Whereas bananas are generally ex- 
ploited by a few large foreign companies, coffee is pro- 
duced by many domestic entrepreneurs. Administra- 
tively, it is much easier to apply general income taxes 
to the large banana companies. But, while it is probably 
by no means impossible, and might, all things considered, 


5 Copper accounts for about 40 to 60 per cent of Chile’s visible 
exports. 
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Table 19. El Salvador: Central government revenue 


External taxation 


) 4 
Internal taxation 


T otal ordinary Import Export Bie ess 
Year revenue Total duties duties 
(Millions of colones at current prices) 
946.8 sas 36.7 19.5 15.0 4.5 ES Re 
1947 oc oscs 50.4 31.7 24.5 G32 18.7 eT 
1948 eer ereystes 54.4 34.4 25.0 9.4 20.0 é 2 
19498 ois cici 64.0 39.8 28.0 11.8 24.2 a 
TO5Ome. ere 82.1 52.6 36.5 16.1 29.5 a 
FOS ira avatars 109.7 ite 42.8 34.3 32.6 oe 
[Moya ne obou 116.1 17.6 45.1 32.5 38.5 ne 
IGP AS aaad 129.3 84.5 49.5 35.0 44.8 oe 
1 5): eos 156.9 99.7 53.5 46.2 57.2 5 
(Percentages) 
19463) <.2'0 5.58 100 53 41 12 47 13 
OAT ove: austere 100 63 49 14 ot 9 
MOAB eee tess 100 63 46 Nh 37 10 
1949 Fee ss 100 62 44 18 38 12 
LOS OR clare 100 64 44. 20 36 12 
LOS Dees ctetsiee 100 70 39 31 #230 9 
OS Dieaercteters 100 67 39 28 33 iM 
ODS teeters 100 65 38 27 35 13 
MOGs rater orate! 100 63 34 29 36 15 


Source: Official statistics. 


Includes revenue from sources other than taxation, which could not be broken down because the necessary data was lacking. 


Table 20. Guatemala: Central government revenue : 


External taxation 


Internal taxation 


Year chara tea Total tide Ge Total ee pees 2 
(Millions of quetzales at current prices) 
1946-47.... 28.3 13.0 10.4 2.6 15:3 Sy! 11.6 
1947-48.... 31.4 15.4 13.0 2.4 16.0 3.8 12:3 
1948-49.... 34.1 16.7 14.4 a3 17.4 4.3 13.1 
1949-50 35.6 ier 15.7 2.0 17.9 4.7 13.2 
1950-51 41.8 23.2 17.5 Bet 18.6 4.4 14.2 
1951-52 50.3 29.1 19.4 9.7 212, 4.7 16.5 
1952-53 55.6 31.8 20.7 11.1 23.8 D0 18.5 
1953-54 61.1 34.8 23.2 11.6 26.3 4.9 21.4 
(Percentages) 

1946-47.... 100 46 37 9 54 13 41 
1947-48.... 100 49 4) 8 51 12 39 
1948-49.... 100 49 42 Zi 58 13 45 
1949-50.... 100 50 44 6 56 13 43 
1950-51.... 100 55 42 14 58 10 48 
195-5 Zee LOO 58 39 19 42 9 33 
1952-53.... 100 57 37 20 43 9 33 
1953-54.... 100 57 38 19 43 8 35 
ee _———ssSSS—S—C—SFSF 


Source: Official statistics. 
4 Includes reyenue from sources other than taxation. 


be appropriate to apply them to the coffee producers, 
the prevailing export duties do offer advantages from the 
standpoints of simplicity, ease of collection, prevention 
of evasion, etc. 


While the extensive use of import taxes is traditional 
in most of Latin America, the fact that these duties are 
much more important in Central America and Ecuador 
than in the other Latin American countries is also related 
to the economic structure of the former. The countries 
in question differ from one another in many significant 


ways; but, taken as a whole, and in comparison with 
most of the rest of Latin America, they are economically 
undiversified and have a lower per capita income. As a 
result, the tax base is relatively low and this situation 
places a premium on obtaining revenue from compara- 
tively simple and reliable sources, such as import duties. 


Finally, the lesser degree of direct fiscal dependence 
on the external sector, which is evident in such coun- 
tries as Argentina and Brazil, is also related to the eco- 
nomic structure. Argentina may be used as an illustra- 
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n. The economy there is considerably more diversified 
d has a greater ability to meet direct internal require- 
nts than that of most other Latin American countries; 
iculture is not confined to one or two staple crops 
d, on the whole, despite the recent decline, it has at- 
ned a higher level than in the rest of Latin America; 
country thus produces most of its basic foodstuffs, 
ile, in addition, although it lacks coal and is short 
‘petroleum, Argentina possesses a number of indus- 
al raw materials and industry has reached a fairly 
vanced stage. The monetary sector of the internal 
onomy is well developed and there is not, as in a num- 
r of other Latin American countries, a large sector 
the population living to a substantial extent outside 
Nor is there a sharp disparity in productivity and 
rnings between the export sector and the rest of the 
onomy; the former is not dominated by a few large 
reign-controlled enterprises but is integrated with the 
st of the economy. Although Argentina’s exports are 
t as diversified as those of the United States or the 
untries of Western Europe, they are somewhat more 
terogeneous than those of most of the Latin American 
untries. [or these various reasons, the internal sector 
Argentina’s economy constitutes a relatively large 
tual and potential source of government revenue, while, 
the other hand, the contribution of the external sector 
not particularly distinct or easy of access. 


If import duties provide only a very small share of 
gregate revenue, this is probably due to the factors 
oted above in addition to the basic orientation of 
gentina’s foreign trade and payments. Because other 
urces of revenue are available, there is little need to 
ly on import duties for this purpose. Argentina’s trade 
mainly channelled towards Western Europe, whose 
ade is generally carried on through systems of exchange 
ontrols, bilateral trade treaties and payments agree- 
ents; consequently, Argentina’s trade policy and pay- 
ents methods are geared to this type of system. Control 
f the volume and composition of imports is mainly 
xercised through the exchange system, which is also 
ed to a considerable extent for protection purposes. 


The emphasis given above to the role of economic 
tructure in shaping the tax system is not intended to 
ply that this is its only, or even, in all cases, its most 
portant determinant. Economic structure is one of 
e key factors responsible for the general pattern of the 
ax structures in Latin America. But clearly many other 
Jements—historical, institutional, and political—are also 
ery significant. 


Nor is it suggested that the existing tax structures 
re too much the offspring of circumstance for change 
nd improvement to be possible. The heavy fiscal de- 
endence on the external sector which is characteristic 
f most Latin American countries is in many respects a 
serious weakness and tends to make fiscal systems very 
vulnerable to the vagaries of international trade. Heavy 
import duties, used to a large extent for revenue pur- 
poses, constitute, in the main, a strongly regressive ele- 
ment in the tax system. There is considerable evidence 
that while a fairly substantial degree of dependence on 
the external sector is probably inevitable until greater 
progress is achieved in economic development and diver- 
sification, large potential internal sources of revenue 
yenerally exist, which, if adequately tapped, could do 
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much to make the Latin American tax systems more 
balanced, more stable and more equitable. 


3. RELATIVE IMPORTANCE OF DIRECT AND INDIRECT TAXES 


An analysis of tax systems with a view to determining 
the importance of direct and indirect taxation gives 
some preliminary idea of tax incidence, The study of 
this incidence and of its economic effects is undoubtedly 
a much more complicated task, calling for much data 
which is at present unavailable in most Latin American 
countries. In the course of future studies such data must 
be obtained in order to assess this question in greater 
detail, which is of particular importance for economic 
policy. In the meanwhile only a very general break-down 
of the tax structure can be made, on the basis of a 
differentiation between taxes on capital and income— 
supposedly paid at the source and practically non- 
transferable—and others which become incorporated in 
the cost of the goods and services affected. 


In the Latin American countries indirect taxation is 
of greater importance than direct contributions. (See 
table 21.) In Brazil, Peru, Ecuador and the countries 
of Central America (with the exception of El Salvador), 
the share of indirect taxation in revenue was from 567 
to 159 per cent larger than that of direct taxes. In 
Chile and Venezuela, receipts from direct taxes exceeded 
those from indirect taxes, but this was due to the con- 
tributions of petroleum in the latter and copper in the 
former case; if these are excluded from the calculation, 
receipts from indirect taxes prove to have been 273 and 
99 per cent greater than those from direct taxes in 
Venezuela and Chile respectively. In the remaining coun- 
tries, too, indirect taxes yielded a higher proportion of 
fiscal income than direct taxes, but the difference was 
more moderate. In El Salvador, receipts from indirect 
taxes were 58 per cent higher than those from direct 
taxes, and in Colombia (without the contribution of 
petroleum), 32 per cent. In Mexico the difference 
amounted to 13 per cent and in Argentina to 9 per cent. 


The relative importance of the specific indirect taxes 
varies somewhat among the different countries. As has 
already been pointed out, import duties form the largest 
single source of revenue in Central America and Ecuador, 
and are of considerable significance in the other coun- 
tries, with the exception of Argentina. Taxes on con- 
sumption make a substantial contribution to fiscal income 
throughout Latin America, and in Brazil they alone pro- 
vide 40 per cent of the total. Other indirect taxes, in- 
cluding sales, production, and turnover taxes, are of 
rather less widespread importance than import duties or 
taxes on consumption. But they account for about 25 
per cent of total receipts in Argentina, and for a sizeable 
proportion in Brazil, Chile and Honduras. 


Outstanding among the direct taxes are those on in- 
come and exports. Argentina, Brazil and Colombia are 


noteworthy because around 30 per cent of their current 


revenue is provided by income tax. The percentage is 
smaller in other countries and in several cases income 
tax is of relatively minor importance.® 

Taxes on inheritance and donations and “other in- 
direct taxes”, including taxes on property and capital, 


6 For a discussion of income tax in several Latin American 
countries, see section II of the present chapter. 
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d quite large proportions of total revenue in Chile, 
ta Rica, Colombia, Argentina and Brazil. In the other 
intries, their share is of only minor significance. 


he predominance of indirect taxation in the Latin 
erican fiscal systems indicates a high degree of re- 
ssiveness. Indirect taxes are of course not always 
ressive; their incidence depends on the articles taxed, 
‘relative rates, etc. In Great Britain, for example, 
chase taxes are methodically and progressively geared 
taxation of luxuries, and taxation of articles of mass 
sumption is avoided, But the fiscal, i.e., revenue- 
ducing aspect of the British purchase taxes is far 
S important than their use as instruments for the 
trol of the balance of payments and the general chan- 
ling of social expenditure. Moreover, even the most 
ogressive of indirect taxes cannot be as systematically 


Source: Official statistics. 


though there are differences in tax classification and in 
e types of article taxed, there are also certain basic 
ilarities. Consumption taxes in Latin America fall 
ery heavily on cigarettes and alcoholic beverages. There 
re also taxes on such commodities as matches, toilet 
nd pharmaceutical articles, electric light bulbs, sugar, 
tc. Finally, there are taxes on petrol, cinema and other 
hows, luxury articles, etc., but the proportion of con- 
umption tax revenues derived from these is very small 
ompared to that accruing from tobacco and liquors. 


Thus in Argentina, from 40 to 50 per cent of total 
evenues from consumption taxes has been contributed 
by the tax on tobacco. A further substantial share (in 
recent years about 25 to 30 per cent) has corresponded 
0 alcohol and alcoholic beverages, including wine and 
sider, beer, etc. The tax on matches alone has recently 
een providing a much higher percentage of fiscal income 
han the tax on luxury articles. There is also a tax on 
sugar. In Brazil, where consumption taxes have been 
‘epresenting approximately 35 to 40 per cent of con- 
solidated total revenue, over 45 per cent of such taxes 
yas made up in 1953 of those imposed on tobacco, 
ilcoholic beverages and matches.’ There are also taxes 
m certain processed foodstuffs and on numerous articles 
n common use. In Venezuela, over 90 per cent of the 
evenue from consumption taxes in the fiscal year 1953/ 
34 was obtained from taxes on liquors, cigarettes and 
natches, and the remainder from those affecting petro- 
eum derivatives. In Colombia, where a break-down of 


7 Tobacco alone accounted for about 33 per cent. 


Argentina Brazil 

Tobacco and cigarettes... ah 33 
Alcoholic beverages ..... 25 13 
WIREGN Comer econ 3 2 
Toilet articles and perfume Z 3 
Petroleum derivatives .... “= — 
Luxuryearticlés. <<. an... 4 1 
Other commodities ...... 13 48 
TOTAL 100 100 
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adjusted to the taxpayer’s resources as, for example, 
direct income taxes. There is a widespread and legitimate 
tendency to assume that indirect taxes, in particular 
where their main purpose is fiscal and they account for 


a substantial portion of total revenue, are, taken as a 
whole, regressive. 


In Latin America, the main purpose of many indirect 
taxes is, and has traditionally been, fiscal; they have 
been imposed on articles in common use because these 
afford an easy source of revenue. Although there are 
numerous specific indirect taxes which are progressive, 
or at least partially so, the bulk of the fiscal income is 
derived from heavily regressive taxes. 


Table 22, which presents a break-down of receipts 
from consumption taxes by articles taxed, for Argentina, 
Brazil, Chile, Colombia, and Venezuela, indicates that 


Table 22. Latin America: Consumption taxes in selected countries, 1953 or 1954 
(Percentage of total revenues, by articles taxed) 
ee es eee 


Chile Colombia Venezuela 
25 Pal 42 
5 14 48 
za 1 1 
13 6 9 
56 518 — 
100 100 100 


2 Includes 29 per cent of those consolidated taxes on consumption which are levied by munici- 
palities, and on which separate data are not available. 


municipal consumption taxes is not available, national 
and departmental consumption taxes on tobacco, beer 
and matches accounted for over 40 per cent of total con- 
solidated receipts from this form of taxation. In Chile, 
about 30 per cent of receipts from consumption taxes 
accrued from taxes on tobacco and alcohols. 


The great extent to which taxes on consumption are 
regressive is clear from these examples. This is especially 
true of the cigarette and liquor taxes, although the latter, 
because of the graduated rates for luxury beverages, 
have a progressive aspect as well. The taxes on such 
items as matches and soap are not only regressive, but 
also yield small revenues which probably are often not 
worth the cost and trouble involved. While there are 
also many taxes on luxury articles and activities, the 
total sums derived from these taxes are relatively small 
compared to those contributed by the clearly regressive 
taxes, and do not alter the general picture. 


A number of countries in Latin America have taxes 
on general sales, production or business turnover, etc. 
Argentina and Chile, for example, impose a heavy tax 
on all sales at the wholesale level of distribution. The 
states in Brazil have turnover taxes. These general taxes 
on all sales, transactions, production, and so forth, are 
severely regressive, though their regressiveness may 
sometimes be mitigated by the graduation of rates for 
certain types of transactions. 


It is, of course, a commonplace that import taxes may 
be levied for a variety of purposes, including, among 
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others, protection of local enterprise, and control of the 
balance of payments. The lack of systematic and detailed 
statistical break-downs of receipts from import duties 
hampers judgment. But it may be stated that in many 
Latin American countries—for example, in those of 
Central America—where numerous import duties have 
traditionally been used to obtain revenues, they con- 
stitute in the main a form of tax on consumption, and 
are regressive. A number of import duties used for pro- 
tection—in support of a local textile industry, for in- 
stance—are also regressive, particularly when account is 
taken of their effect on local price levels; but of course 
the need for protection may well be the more important 
consideration. On the other hand, import duties used 
to control the balance of payments are often highly 
progressive, falling most heavily on luxury and semi- 
luxury imports. 


Two specific indirect taxes deserve special mention: 
those on automobiles and those on petrol. Both these 
articles may be taxed in a variety of ways, through im- 
port duties, sales taxes, those classified as consumption 
taxes or other forms of indirect taxation. Many Latin 
American countries tax automobiles, often heavily, and, 
since their ownership in Latin America is restricted to 
a relatively small and well-to-do sector of the population, 
such taxes are progressive. 


Numerous Latin American countries also tax petrol 
and lubricants, though some impose only a low tax, and 
others none at all. The progressiveness of these taxes is 


not uniform. They are progressive in so far as they fall — 


on users of private vehicles, and this probably more than 
counterbalances the fact that they also affect public 
transport, since they cost the individual owners of 
private vehicles much more than the users of public 
transport. The latter, moreover, is sometime subsidized. 
These taxes, however, often have a heavy incidence on 
agriculture, trade and other activities, and hence acquire 
a regressive aspect. 


Finally, the weakness in the administration of prop- 
erty assessment, the inadequacy of taxes on property 
and capital gains, and the frequency of evasion, which 
occurs mainly in the case of income tax and other direct 
taxation, adds to the general regressiveness of the exist- 
ing systems. 


In several Latin American countries, there are signs 
of increasing progressiveness in the tax systems. In 
Central America, for example, a general income tax was 
established in Honduras and Nicaragua in 1949 and 
1952, respectively, and in other countries reforms of the 
income tax laws have been introduced since 1949. In 
several countries these modifications have apparently 
been bearing fruit. (See again table 21.) In Costa Rica, 
Honduras and Nicaragua, the proportion of receipts 
attributable to income tax has been rising; and where, 
as in Costa Rica, a break-down indicating revenue from 
the large foreign banana companies and from other 
sources is available, it shows that the increment is not 
confined to the receipts from the companies in question. 
In El Salvador and Guatemala, export taxes are account- 
ing for an increasingly large proportion of total revenue; 
and while these taxes are not nearly as progressive as 
income taxes proper, they are more so than the general 
run of indirect taxes. Mainly because of these higher 
receipts from income and export taxes, the share of 
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fiscal income contributed by indirect taxes in Ce nt 
America has been declining; and, except in Guatem; 
the reductions have been substantial. 


In Chile, on the other hand, the tax system has beg 
tending to become increasingly regressive. A comparis¢ 
of receipts from indirect and direct taxes in Chi 
indicates that whereas total internal direct taxes yiek 
slightly more revenue than total internal indirect ta 
during the period 1945-48, since then the indirect . 
have been making the greater contribution, and there | 
been a tendency for the gap to widen. Receipts rom 
taxes on personal income have grown at a much les 
rapid rate than any of the individual categories of it} 
ternal tax receipts. Those accruing from taxes on tk 
income of enterprises and “other direct taxes”, wh 
include taxes on property, capital gains, etc., have im 
creased considerably more slowly than revenue fr 
taxes on consumption and “other indirect taxes”. Whe 
as receipts from income taxes, both on enterprises an 
on persons, accounted for more than 30 per cent of tote 
internal taxes in 1945, they represented less than 9 
per cent in 1953; and, conversely, whereas “other ir 
direct taxes” amounted to less than 25 per cent of tote 
indirect taxes in 1945, they signified about 33 per cer 
in 1953. | 


The substitution of progressive for regressive tax sysi 
tems in Latin America will not be an easy process. Pro 
gressiveness is an important desideratum in levyin 
taxes, but by no means the only one. Such consideration 
as the steadiness and volume of revenue and the pro 
tection of industry must also carry great weight. Many 
taxes, even though regressive, may be needed for th 
revenue they produce, or justified by a legitimate anxiety 
to protect local economic activities. 


Nevertheless, the Latin American countries, as thei 
economies have become more advanced and diversified 
have realized the advantage of initiating reforms aimed 
at achieving greater progressiveness in their fiscal sys: 
tems, both on grounds of tax equity and because mo: 
effective instruments are required for the execution 0} 
a far-reaching economic policy, Broadly speaking, these 
efforts have taken the shape of new direct taxes, or in. 
creased rates within the progressive taxation systems 
already in existence. This is the specific reason why in. 
come tax has been introduced in almost all countries 
during the last two or three decades, There is also a 
growing tendency to impose heavier taxation on such 
sources of income or goods as capital gains, real estate, 
luxury articles, automobiles, petrol, etc., so as to impart 
greater progressiveness to the prevailing régime. It is 
patent that a wide field for action exists, whose explora- 
tion, barely begun as yet, may lead to a substantial 
improvement in the region’s tax systems. 


Il. INCOME TAX 


l. INTRopuUcTION 


Since the 1930’s income tax has been established in 
almost all the Latin American countries.’ Although in- 


_ §In Brazil, Chile, Costa Rica, El Salvador, Mexico and Peru, 
income tax was introduced during the period 1920-30; in Argen- 
tina, in 1932; in Colombia, in 1935; in Venezuela, in 1942: in 
Honduras, in 1949; and in Nicaragua, in 1952, : 
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me had previously been taxed to some extent in certain 
es, the systems in force had been of a very rudimentary 
ure. Changes in the individual internal economies, 
ich have created economic groups capable of generat- 
s taxable income; the need to increase the efficiency 
the fiscal systems as instruments for the mobilization 
resources, as well as to offset wholly or in part the 
rease in receipts from the external sector; and, finally, 
p influence of modern ideas with respect to taxation, 
e all helped to make income tax an important piece 
Latin America’s present tax machinery. 


e stage reached in the evolution of income tax, 

d the relative size of its contribution to total fiscal 
ome, differ from one country to another on account 
historical factors, the lack of uniformity in the levels 
economic and social development attained, and the 
ing length of time this type of taxation has been 
force. In Argentine, Brazil and Colombia it accounts 
r the largest proportion—over 30 per cent—of total 


government revenues, Its share is smaller in Chile, Mexico 
and Venezuela, having fluctuated during the last few 
years around 25 per cent, and still more limited in the 
Central American Republics (18 per cent in Honduras, 
15 per cent in Costa Rica, 8 per cent in El Salvador, 7 
per cent in Guatemala and one per cent in Nicaragua). 


(See table 23.) 


Broadly speaking, although in Latin America income 
tax is following an upward trend, it represents a far less 
significant proportion of fiscal revenue than in more 
highly-developed countries. In the United States, for 
instance, it provides 76 per cent of public income, in 
Australia 62 per cent, in England 50 per cent, and in 
Japan 47 per cent, to cite only a few cases. 


A methodical examination of income tax will involve 
the establishment of a distinction between the contribu- 
tions exacted from individuals and from corporations, 
with, in each case, a study of the divergent features of 
the tax system and of its economic effects. 


Table 23. Latin America: Direct taxes as a percentage of current income 


(Percentages) 
ntry Taxes 1945 1946 
TENE 06, 032s See sore Direct 27 28 
: Income 23 24 
Property 4 4 
ea i Seed Sac Direct E 
Income Ae Ne 
PEM Recs totes cscs cicces cesses Direct 49 44 
Income 39 28 
Others 20 16 
REED LANNE Aopen dle Sele bole a cis’ela ele Direct 48 46 
Income 36 35 
oo RT SS a ere Direct 
Income 
Property 
Others Ae 
Al Vad OTM sisi- c1s.sie Hosiiocideeces sents Direct 24 
Income 7 
Property 4 
Others 13 
 . Side -S SR ass anon Direct 
Income 
Property 
Others 
RIS A ae Re poopie aeanE Direct 
Income 
Property 
Others x Be 
OO" 2) SS PR SORee 5 Bee Peon ene Direct SH 
: a ; Income 24 22 
Property - — 
pal Others 13 11 
Me AMLG «Senet Lh se ob sve alss Direct * 
Income 
Property 
Others . ie 
“OE 54 oS glen. camer anaoeoe Direct 4: 
PII sees os 0.0.016 8 ier Fe a 
Property 1 1 
Others 19 
SAGs yao Direct 10 
FENEZUCIA . o.sivieie a Meds 5 e 
Property a — 
Others 1 2 


1947 1948 1949 1950 1951 1952 1953 
31 31 33 37 34 36 36 
29 30 27 31 30 32 30 

2 4 6 6 4 4 6 
25 24 24 26 27 33 32 
25 24 24 26 27 33 32 
48 46 41 40 43 43 38 
33 29 25 25 24 26 24 
15 17 16 15 19 17 14 
49 51 53 50 50 52 51 
38 41 43 41 36 38 37 
11 16 30 24 28 30 27 

5 7 13 12 16 15 15 

4 5 4 3 4 4 4 

2 4 13 9 8 1 8 
23 26 29 31 39 38 39 

6 6 8 7 5 8 8 

2 3 2 3 2 2 4 
15 17 19 21 32 28 27 
22 19 19 19 24 28 29 
ral 10 1 11 8 7 7 

2 2 2 2 2 2 2 

9 7 6 6 14 19 20 

5 5 5 16 23 22 22 

1 1 1 13 20 18 18 

1 1 1 - — = = 

3 3 3 3 3 4 4 
39 33 42 46 50 40 39 
27 22 21 26 28 26 24 

1 1 1 1 1 1 1 
ul 10 20 19 21 13 14 

7 7 5 7 13 12 12 
es a = a = 1 1 

4 4 3 4 3 3 3 

3 3 2 3 10 8 8 
43 45 35 41 38 34 28 
20 24 18 16 16 20 18 

1 1 1 1 -- — 1 
22 20 16 24 22 14 9 
25 27 28 30 27 30 33 
22 22 25 25 22 25 28 

4 5 3 5 5 5 5 


ee 


Source: Official statistics. 
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2. TAXATION ON PERSONAL INCOME 


(a) Types of systems and importance of taxes on per- 
sonal income 


In some of the Latin American countries—Argentina, 
Brazil, Chile, Peru and Venezuela—individual contribu- 
tors are taxed in accordance with a system of sched- 
ules, based on a scale of differential rates contingent 
upon the source of income, and a progressive surtax on 
global income. 


The universal personal income tax with a single pro- 
gressive rate is found—although with certain varia- 
tions—in Colombia and the Central American countries. 
In Colombia, the progressive tax on personal income is 
accompanied by a surtax on property, which is also 
progressive, and provides a means of discriminating be- 
tween income accruing from capital and earned income. 
In the Central American countries, except for Guatemala, 
where the incidence of the tax is limited,® the system 
applied takes the form of a single tax on the contributor’s 
global income. 


Mexico supplies an instance of a middle course be- 
tween the unitary tax on global income and the sched- 
ular system. Income is also divided into several cate- 
gories and schedules, but a different progressive scale 
is applied for each of these. There is no specific pro- 
gressive rate affecting the whole of the taxpayer’s income 
from various sources. 


Three general questions arise in relation to taxation 
on personal income. The first relates to the share of 
total income tax revenue which receipts from this source 
represent, and recent trends in their participation; the 
second, to the efficacy of the prevailing systems as a 
means of collecting funds; and the third, to their degree 
of progressiveness. 


No general conclusions can be reached on the first 
point, owing to the inadequacy of the available statistics. 
Nevertheless, in those countries for which data can be 
obtained, the contributions of the individual taxpayer 
constitute a large proportion of income-tax receipts in 
general. (See table 24.) In Brazil, they account for 45.6 
per cent of total revenue from income tax, in Argentina 
for 37.6 per cent, and in Chile for 25.9 per cent. The 
figure for the last-named country, however, if the taxes 


Table 24. Latin America: Share of tax on persons 
in total income tax in selected countries* 


OO 


Total 


revenue Personal 
from income income Percent- 

Countries Year tax tax age 

Argentina .... 1953 5,685 2,141 37.6 
Brazile on 1953 13,250 6,047 45.6 
Chilet i.e 1954 29,139 7,557 25.9 
Chilebiy Fe... 1954 13,614 daar 59.5 
Colombia 2... 1951 282 107 37.9 


-_-_ 


Source: Official statistics. 
4 Millions of each country’s currency units at current prices. 


> Total revenue, excluding taxation on the large foreign mining 
companies. 


9 There are only partial taxes on the profits of enterprises and 
the yield from specified non-property and property investments. 
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imposed on the large mining companies are exclude 
rises to 55 per cent. In Colombia, the tax on person 


amounted to 37.9 per cent of total income taxes in 195] 


The evolution of income tax in Latin America d 
recent years shows no definite trend in relation to 
incidence of the tax on individuals and corporatio 
While in Argentina and Chile a decline in the relat 
importance of the tax on persons is to be observed, 
Brazil the reverse is true. The figures for Colombia 
not reveal any clearly defined trend. (See table 25.) 5 
% 
Table 25. Latin America: Percentage of total incom 
tax represented by tax on persons in selected countrie 


wy 
(Percentages) # 
Chile % 
Years Argentina Brazil € olombia 
1948 oo5 sues. = —_ 26.3 ov 39.3 
1949. «15,8 61 — Spell o7 40.3 
950m ascites 65.8 — Beni 59 38.2 
VR 8 ace 48.1 — 27.4 59 37.9 
Tee aust 40.6 38.8 16.4 BY) 38.4 
LOSS cetera te 37.6 45.6 22.6 51.4 — 
O54 Fae ee — — 25.9 59.0 — 


Source: Official statistics. 
® Including taxes on the large mining companies. 
> Excluding taxes on the large mining companies. 


(b) Level of basic exemptions for personal income 


One of the most serious limitations to be noted in the 
system of personal income taxes in the under-develo 
countries is the small number of persons subject t 
taxation. In India, for example, from a total populatio: 
of 360 millions, only 2.5 million are affected; in th 
United States, where taxation on personal income ha: 
reached a high level of efficiency, 25 per cent of th 
population pays income tax. 


In those Latin American countries for which data ar 
available, the scope of personal income tax is ve 
limited. In fact, except in Argentina, the proportion o 
the total population that is subject to progressive taxa- 
tion is no higher than one per cent. It should be noted, 
however, that in those countries where the system o 
schedules is in operation—Argentina, Brazil, Chile, Peru; 
and Venezuela—the number of taxpayers is greater than) 
might appear at first sight, because statistics exclude} 
contributors in the lower-income brackets, who are ex: 
empt from progressive taxation but do pay taxes at the} 


proportional rates established in the schedules. (See; 
table 26.) 


| 


Table 26. Latin America: Population subject to| 
progressive personal income tax® | 


Countries Year 6 Pies eee fer | 
Colombia ...... 1952 11,844 107,394 09 
Chile tau 1953 6,415 57,911 09 
Venezuela ...... 1953 5,440 52,878 0.9 | 
Argentina ....., 1954 18,742 283,311 15 @ 
Brazil aay gees 1954. 57,098 309,000 05 © 
Peru ee 1954. 9,275 4,473 0.05 


Source: Official statistics, 
* Figure subject to revision. 


apter II. Fiscal income 


qhe restricted development of taxation on personal 
jbme in Latin America to date, is attributable to several 
yses. Among these should be mentioned the existence 
hin the various countries of areas that have not been 
jorporated into the monetary economy; the large pro- 
jtion of rural population; the low per capita income 
ures—reflected in a high level of basic exemptions—; 
A, finally, the administrative problems which these 
jtors themselves create. 


In order to form some idea of the incidence of income 
, an examination must first be made of the minimum 
fmption level assessed as a multiple of per capita 
Home. A married couple with three children has been 
ten as a base, and the existing situation in Latin 
nerica has been compared with that in other countries. 


Wable 27 shows the prevailing position with respect 
personal exemptions, in accordance with the pro- 
lure described. A fundamental difference should, how- 
sr, be noted; in those countries where a unitary tax 


tble 27. Income tax exemption in terms of per 
| capita income* 


Exemption limit 
expressed as a 
multiple of 
per capita 


in. America 
PPERRO NALINI ET tac) o1s) 6 «oye for s/3 ts 6 diye ins + nie 1952 
(a) Earned income ........... os Bo 
Bp) Others income, 2... - <> +++. 2.0 
Brazil 1952 4.7 
Chile 1953 


fe)ebiarned income ...........-- 0.5 
RojmGapitale pains S255... 1. <2 3 = 
Mlaibidte scee eee. ce. csdele e's o's 1953 10.7 
MIRC AM TCAUIET, cet atiare « athuclete wcloe 0% 1950 Gut 
MEMESHIV AOL stele: tiie diss alee etter sil 1950 13.2 
Std” Gagne aac meeoi Jecienr 1950 14.8 

ay Eas See 1953 
(a) Earned income ........-..-- 1.6 
(by .Gapital gains ...<.......... ce 
RMRCATAO UA cle oo cicres cin sis ci «01s «ip visi 1951 BAT 
LOM 266 eo8A cGReOgaEeaceos poe LOD, 

(a) Earned income ...........-- 24.2 
(byeOther income .....0e8..s-2 = 
STE TATCLA UE cle Rlate es leis « 5 ocilsleiesles-e 1952 4.8 

est of the World 
erRT Glia mete ~ Aclacclrs clere © Skis oie s see's 1950 2.2 
Oompa At 2 eee Heer iaen noon 1950 2.3 
United Kingdom ...........+-+e00- 1950 ALA 
“LANES. Sse SARSGUSReSeee cae tooo 1950 

(a) Earned income ........-+++: 2.6 

(b) Other income .............-- 0.4 
MAMAN eerie cw selec sss sc scnere aaa) J L9DL 

(a) Earned income .......+++-+: 2.0 

(6) Other income .......++..-+++- Leg 
United States of America.......... 1950 1.9 
Re GCA EAE BOO On OC pora. ae coe 1950 21.4 
(CAVIGO. 3 sh. sn dep odo oson Onmonodcon 1952 15.0 
Brida 8a ereisudsisies,.9:6 he Meme oF 1953 16.8 
Philippines ........cce-seeeeeeees 1950 15.3 


ea 


Source: For Latin America, legislation and statistics of the vari- 
1s countries; for the rest of the world, ECAFE, Economic Bulle- 
1 for Asia and the Far East, Bangkok, Nov. 1953, page 8. 

aIn the case of a married couple with three children. 


is imposed on personal income, namely, the Central 
American Republics and Colombia, there is a basic ex- 
emption level above which the progressive scale of rates 
begins to operate. The situation is different in those 
countries where the schedular system is applied, since 
here income tax begins as a proportional rate which 
differs according to the source of income; subsequently, 
at a higher point in the income scale, the supplementary 
progressive tax on global income comes into effect. 


Exemption policies in Latin America assume two 
forms. In some countries—Brazil, the Central American 
Republics, Colombia and Venezuela—a general exemp- 
tion minimum for the various sources of personal income 
is applied; others—Argentina, Chile, Mexico and Peru— 
discriminate between earned income and income derived 
from investment. 


As a rule, the high exemption coefficient in the under- 
developed countries contrasts with the position in the 
more fully industrialized nations. While in these latter 
the individual begins to pay income tax when his earn- 
ings are between 2 and 2.5 times as great as per capita 
income, in the under-developed countries the tax comes 
into operation when the multiple earned by the taxpayer 
is much higher. This disparity reflects the variations in 
per capita income levels from one country to another, 
but it is also an indication of the differing degrees of 
success with which income tax has been fashioned into 
an effective instrument for the levying of resources. 


As regards exemption levels in the various countries, 
Colombia, El Salvador, Honduras, Nicaragua and Peru 
represent the highest extreme, their exemption coeffi- 
cients ranging from 10.7 (Colombia) to 24.3 (Peru) ; 
it should be pointed out, however, that in Peru the high 
exemption level applies to earned income. The exemption 
coefficients for the nations mentioned nearly approach 
those recorded for the under-developed countries of Asia. 


In an intermediate position, with an exemption limit 
standing at about 4.8 times per capita income, appear 
Venezuela and Brazil; Costa Rica is not far off, with a 
coefficient of 6.7. 


Finally, Argentina, Chile and Mexico (and Peru as 
far as investment income is concerned), are those Latin 
American countries where the exemption limit is lowest 
in terms of per capita income. In Argentina, the coefh- 
cient of 3.3 is valid for earned income; as regards un- 
earned income the minimum exempt from taxation is 
double the figure for per capita income, because deduc- 
tions for dependents are smaller for capital income than 
for salaries and wages. Earned income in Chile has a 
very low exemption level, while unearned income is 
subject to taxation whatever its amount. The depressed 
exemption limit for earned income is partly attributable 
to the fact that Chile’s intense inflationary process has 
had a regressive effect on personal taxation, because the 
taxable minimum legally established in absolute values 
has never been adjusted to the rise in prices. Neverthe- 
less, reforms have recently been introduced with the aim 
of imparting a measure of flexibility, by fixing the ex- 
emption limit as a multiple of the minimum legal salary, 
which is periodically readjusted in accordance with the 
cost-of-living index. The level of exemption for earned 
income is also very low in Mexico, and income from 
capital is subject to no basic exemption. 
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These relationships give an approximate idea of the 
position of the various countries as regards exemption, 
but no reliable inferences can be drawn from them on a 
basis of comparability, in view of the disparities between 
per capita income levels. It seemed useful, however, 
despite the drawbacks of an analysis in absolute values, 
to show the exemption limits converted into dollars. 


(See table 28.) 


Table 28. Latin America: Income tax exemption 
levels in dollars 


(For a married couple with three children) 


Exemptions 


From progres- From schedule 
sive tax on tax with 


global proportional 

Country Year income rates 
Argentinage ti dastacaten cere 1952 

(a) Earned income .... 1,371 1,092 

(6) Other income ....., 938 629 
Brazil * Bertier cc ces 1952 2,282 855 
(Chileae. sw ancraeeryserinccecr 1953 943 151 
Colamite poetocbaosoonds 1953 2,091 — 
Costam Rica yer ate ec ec 1953 1,864 — 
KigSalvadormsiein cette 1950 2,000 — 
Honduras! Geen 1950 2,350 — 
Mexico gars ae yan. ar 1953 

(a) Earned income . 349 — 

(6) Other income ..... a — 
Nicara cia meer neater 1951 3,571 — 
Peramee es fuer ee Bike. 1952 2,854 2,854 
Wenezuelay peer eer. ae 1952 6,369 3,185 
United States of America.. 1950 3,000 — 


Source: Official statistics. 


Note: Conversion rates computed by ECLA were used to convert 
each country’s existing exemption limits into dollars. (See Eco- 
nomic Survey of Latin America 1951-52, op. Cts, Dekoze) 


®The schedule tax in force in Mexico comprises progressive 
rates which differ for the various income categories. In the table 
the exemptions are grouped in the progressive tax column. 


The lowest taxable income level in absolute values is 
recorded for Argentina, Brazil, Chile and Mexico. This 
confirms the conclusion previously reached when the 
same problem was analysed in terms of per capita in- 
come. Next, with an exemption limit lying between 1,000 
and 2,000 dollars, comes Costa Rica, In most of the 
Central American Republics, as well as Peru, exemption 
is granted up to the 2,000-3,000 dollars income-step. The 
highest exemption in absolute values for personal income 
is found in Nicaragua and Venezuela. In Peru and 
Venezuela the position might appear contradictory, when 
the values shown in table 27 as exempt from taxation 
are taken in conjunction with the fact that the exemption 
coefficients (in terms of multiples of per capita income) 
are 24,3 and 4.8 respectively. Nevertheless, this apparent 
anomaly may be explained by the marked difference 
between per capita income in these two countries,! 


10 The foregoing analysis was based on those statistics in table 
28 which represent the lowest exemption for each country; conse- 
quently, exemption from progressive income tax in countries where 
the schedular system is in force, and where the smallest exemption 
minimum corresponds to the proportional tax applied to the vari- 
ous income categories, was not taken into account. A similar 
procedure was followed in the analysis presented in table 27. 
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In most of the Latin American countries the absol 
exemption limit is below 3,000 dollars, which is 
figure registered for the United States; only in Nicara, 
and Venezuela is it slightly higher. The relationsh 
described might lead to the conclusion that in the ung 
developed Latin American countries, with a few excey 
tions, exemptions for personal income are the same 
those prevailing in the United States and in many cage 
are lower. Such a statement, however, might lead #j 
misconceptions, should other considerations not be take 
into account. It is particularly important to pay 
regard to what may be called relative exemption; 
the exemption limit, expressed in dollars, is simila 
the United States and the Latin American countries 
these latter the sum exempt occupies a higher place 
the country’s scale of incomes. In other words, it 
not seem advisable to adopt the exemption min 
prevalent in the United States or in other industri 
countries as a standard of comparison for guidan 
the formulation of a taxation policy, since this w 
imply the exclusion from the sphere of taxation of gro 
whose income level, in the under-developed countries, 
medium or high in relation to per capita income, 


Despite their limitations, the statistics reveal certain 
clear and definite facts. Firstly, it is patent that imi 
Nicaragua and Venezuela the exemption minimum i 
high, in comparison with that of both the other La ‘ini 
American Republics and the more developed countries 33 
in the case of Venezuela, this characteristic is merely ¢ 
reflexion of the system of governmental financing, which 
is largely based on the taxes affecting the petroleum 
sector. Again, there can be no doubt that in Argentina 
Chile and Mexico the existing exemption limit is rela+ 
tively low. In the second place, in those countries where 
the schedular system is in force, income tax affects more® 
persons than in those that apply a unitary tax to per-f 
sonal income. This is because, under the system of) 
schedules, exemption ceases at a very low income level: 
and in some instances—Chile, Mexico and Peru, for) 
example—is non-existent where income from capital is} 
concerned. On the other hand, in countries where a} 
unitary tax is imposed on global income, while it is true} 
that the basic exemption limit is higher, the progressive 
scale of rates is applied as from a lower income level; 
here Colombia and the Central American Republics 
provide representative examples. (See again table 28.) 


The foregoing analysis has an important bearing upon 
taxation policy. From one point of view, there would 
seem to be grounds for establishing the exemption mini- 
mum at a reasonably lower income level, since this would 
be a means of augmenting fiscal revenue and probably 
of securing more effective instruments wherewith to in- 
fluence the level and distribution of income for economic 
development purposes. On the other hand, the existing 
exemptions are justified as an attempt to maintain the 
available personal income of the under-privileged sectors 
at a level high enough to cover the minimum outlays 
that are deemed essential or desirable. But to confine 
the present analysis to these statements would mean dis- 
regarding other factors, relating to the over-all structure 
of taxation, which are of the highest importance for the 
understanding of this problem. In point of fact, indirect 
taxation also affects personal income, For example, 
where the taxation system is characterized by the preval- 
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e of indirect taxes, a low exemption limit may in- 
se its regressiveness. Similarly, the effects of a high 
mption limit might be counteracted by the consump- 
tax burden. In the Latin American countries such 
ations actually do arise, and analyses of the kind 
ribed would be essential for the formulation of 
ation policy. 


he problem of the exemption minimum is also closely 
and up with the efficacy and costs of fiscal administra- 
. In many countries it has been argued that the 
stence of a low exemption limit, and the consequent 
rease in the number of taxpayers whose income is 
all, involves the employment of more administrative 
sonnel and implies higher costs which the increment 
reveiuue is not large enough to offset. Although there 

uch to be said for this point of view, the possibility 
improving the productivity of public administration 
uld also be borne in mind. Moreover, even if heavier 
enditure had to be incurred, any evaluation of this 
uld have to take into account the whole body of aims 
sued by the expansion of the field of taxation, and 
t only the amount of revenue collected. 


) Exemptions applicable to particular types of income 


All income tax legislation includes a series of exemp- 
ms designed to serve social ends and to provide eco- 
mic incentives. An interesting and highly controversial 
estion relates to the inclusion of capital gains under 

head of taxable income. On this subject opinions 
er from one Latin American country to another. In 
nduras and Guatemala, capital gains are considered 
taxable income, since all periodic or exceptional addi- 
ms to the taxpayer’s property are defined as income 
r purposes of taxation. In El Salvador too, capital 
ins are calculated as income, but are subject to a 
ecial tax. 


Argentina imposes a proportional tax on capital gains 
hich affects all those obtained from the sale and trans- 
r of goods or real estate; in the determination of 
xable income, it is permissible to deduct a part of the 
urchase cost for every year up to the date of sale. An 
per cent tax is imposed in Brazil on capital gains 
srived from transfers of real estate, also with propor- 
onal annual discounts. Peru applies a tax with a pro- 
ressive rate rising from 7 to 15 per cent on the differ- 
ice between the basic value fixed by law and the sale 
rice. In Venezuela, net profits derived from an increase 
. the value of real estate are taxed at a rate of 3 per 
nt. In Chile, Colombia, Costa Rica, Mexico and Nica- 
igua capital gains are exempt from taxation. 


Classic doctrine excludes capital gains from the defi- 
‘tion of income because they constitute exceptional and 
ot periodic income. This attitude presupposes a situa- 
on of economic stability. It may well be asked whether 
is either justifiable or advisable to apply this concept 
. the Latin American countries, many of whose eco- 
omies are in actual fact affected by a chronic infla- 
onary disequilibrium which may impart a permanent 
haracter to capital gains, if the rise in prices 1s not 
onfined to a reflection of the devaluation of the cur- 
sncy. Again, during periods of disequilibrium, the ease 
ith which capital gains are obtained may lead to an 
icrease in speculative investment at the expense of 
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resources that might be used for real capital formation. 
F or these reasons, some countries have studied the pos- 
sibility of utilizing the tax in question as a reasonable 
instrument for levying fiscal revenue and for preventing 
distortions in the structure of investment, Nevertheless, 
if this principle is put into practice, it raises technical 
problems; hence it has also met with opposition. 


Besides capital gains, another type of personal income 
which is accorded special treatment under the legislation 
of a number of countries, is that accruing from the pay- 
ment of dividends. In Argentina, dividends have to be 
included in the personal income return, but the law 
allows that part of the tax already paid through the 
corporation to be discounted. In Venezuela, income of 
this kind is exempt from both the proportional and the 
progressive tax. In these two countries, the prevailing 
criterion is that to tax both the corporation and the 
shareholders constitutes double taxation. 


Great weight has been attached in most of the Latin 
American countries to the concept that the juristic person 
represented by the corporation and the natural persons 
represented by the shareholders are different entities and 
therefore must be considered separately for income-tax 
purposes. Consequently, not only the profits of the corpo- 
rations, but the dividends received by the shareholders 
are subject to tax. Thus, in Chile, individuals in receipt 
of income of this type have to pay a proportional tax of 
18 per cent plus the progressive rate corresponding to the 
supplementary global tax. As an incentive to reinvest- 
ment, however, shares distributed in lieu of dividends are 
exempt from the proportional tax. In Colombia, where 
dividends used to be exempt from personal income tax, 
they have been subject, since 1953, to the progressive 
global rate. In Mexico a progressive tax is paid on divi- 
dends under the appropriate schedule, while in Brazil, 
dividends on nominal shares, although exempt from the 
flat-rate schedular tax, are affected by the supplementary 
progressive tax. 


Finally, the types of personal income on which ex- 
emptions are granted also include income from savings 
deposits, as well as interest paid by official credit institu- 
tions or accruing from national debt bonds. With regard 
to these last, the aim has been to promote a market for 
government securities which will permit the expansion 
and canalization of private savings; in practice, exemp- 
tion works out as equivalent to an increase in the rate 
of interest. Experience in this field does not seem to 
have been very encouraging, save in exceptional cases, 
as other factors have exerted a stronger influence on the 
channelling of savings and investment than have the 
rates of interest alone. Moreover, it should be borne 
in mind that exemptions of this type may have, alongside 
their proposed positive effect, a negative repercussion 
on the tax burden, by enabling the higher-income groups 
to invest in securities of this kind in order to evade 
income tax. 


Income deriving from social security indemnifications 
and insurance benefits also enjoys favourable treatment 
under the legislation of certain countries, Exemptions of 
this kind are recognized by Argentina, Brazil, and Vene- 
zuela. Argentina makes them conditional, in the case 
of income from insurance policies or pensions, upon 
the fact that the benefits concerned are payable on 
account of death or disability. 


(d) Methods of discriminating between earned and 
unearned income 


In all taxation systems, individual income tax pursues 
two basic aims: satisfactory adjustment to the capacity 
for payment of the taxpayers, and differentiation be- 
tween earned income, income from investment and that 
from mixed sources. The former objective is achieved 


Table 29. Latin America: Schedular income-tax rates by sources of personal 
income in selected countries 


(Percentages) 
i n-prope T Divi- Professional Trade and 
ie ae al pe Beedle pa Reh He industry 
Argentina 7 i 7 — 7 iG 
Brazil 1 10 3 10b 2 — 
Chile oD 25 — 18 9.6 — 
Mexico® — 10 10 15 — 15 
Peru 6 15 8 — 7 — 
Venezuela 1 3} ZED) —_— 2 2.5 


Source: Income tax legislation. 
a Excluding dividends. 


b Nominal shares. Bearer shares pay 20 per cent. 
¢In Mexico, differentiation is achieved through progressive rates for each schedule, except for 


non-property investment and dividends. 


It is in Brazil and Chile that the tax discrimination 
between investment income and earned income is most 
strongly marked. In Chile, while the latter is subject 
to a proportional tax rate of 3.5 per cent, income from 
non-property investment and from dividends pays tax 
at rates of 25 and 18 per cent respectively. In Brazil, 
the differential rates are one per cent and 10 per cent 
for earned and unearned income respectively; here, 
dividends are not subject to the proportional category 
tax and are affected only by the supplementary pro- 
gressive tax, 


In Venezuela, where the degree of differentiation is 
very slight, the highest rates are those for non-property 
investment; next come those for income from property 
and for that deriving from trade and industry. The 
structure of its taxation system makes Colombia an in- 
teresting case within Latin America. As has already 
been pointed out, the system in use is that of the unitary 
personal tax with a progressive scale of rates. The means 
of differentiation is constituted by a supplementary tax 
on personal property at progressive rates. 


In Mexico, where the system occupies an intermediate 
position between the schedular tax and the unitary per- 
sonal tax, differentiation between earned and unearned 
income is secured by means of progressive scales of rates 
differing according to the type of income, with the ex- 
ception of dividends and distributed profits, which are 
subject only to a proportional tax. 


The basic factor in discrimination between earned and 
unearned income is the tax structure. But in certain coun- 
tries—Argentina, for instance—the method utilized is 
that of a higher basic exemption limit for earned income. 
In other cases, like those of Chile and Mexico, special 
exemptions for earned income accentuate the differentia- 
tion already established by the tax rates, 


by means of the progressive scale of rates, and the la 
through discriminatory rates and exemptions or ded 


tions. 


The situation is modified according to the sys 
prevailing in each country. Where the schedular t 
applied, discrimination is exercised by means of diff 
rates for the various sources of income. (See table 


(e) Progressiveness of taxes on individual income 


The degree of progressiveness of taxes on personal 
income depends not only upon the scale of rates, but a 
on the income level above which the tax becom 
progressive. 


should be laid on the fact that in Venezuela the amount 
exempt from progressive taxation is over 6,000 dollars, 
a remarkably large figure in comparison with those 
registered not only for the other Latin American countries 
but also for the United States. 


The statistics given in table 30 reflect the incidence 
and progressiveness of taxation on personal income, 
proportional and progressive taxes being taken together. 
Broadly speaking, the position of the Latin American 
Republics as regards the scale of progressiveness lies mid- 
way between that of the under-developed countries of 
Asia and that of the highly-developed nations. Two out 
standing exceptions represent extreme cases. Chile has 
a highly progressive scale of tax rates, similar to that in 
force in the industrialized countries, especially France; 
whereas in Venezuela the degree of progressiveness is 
very slight, even lower than that existing in the countries 


of the Far East. 


Certain conclusions may be deduced from the statistics 
in table 30 which help to explain why the system of 
taxation on individual income has advanced so little in 
the countries of Latin America. In the first place, for the 
imcome tax rate to be very high, an income level equiva- 
lent to 20 times the per capita income must be reached. 
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30. Progressiveness of taxation on personal 
ome at various levels of per capita income 


(Percentages) 


Per capita income multiplied by: 


10 20 50 100 

America 

entina 

z) Earned income ... 9.7 16.6 24.3 29.0 
b) Capital gains .... 12.6 19.3 29.3 30.0 
z) Earned income ... 1.0 ow, Ties’ 17.4 
D) Capital gains .... 10.0 12.0 16.2 26.1 

e 

zt) Earned income ... 8.4 16.1 28.9 37.0 
MeCapital gains .... 23.1 31.0 43.4 aks) 
I ee ee — 0.8 7.6 15.5 
‘kico 

a) Earned income ... 2.2 2.4 6.0 13.1 
b) Capital gains .... 9.1 iby 19.0 22.1 
a) Earned income ... — 3.8 18.9 27.4 
b) Capital gains .... 16.0 16.0 19.2 26.0 
jezuela 

a) Earned income ... 1.0 2.6 oo 4.7 
>) Capital gains .... 3.0 4.6 Sra 6.9 
‘bf the world 

ited States of America 20.5 Son 53.7 66.8 
ou (een aaa 25.4 42.0 57.0 62.3 
SCREENER cr mn 16.1 27.6 41.4 50.9 
ted Kingdom's 2s... ; Dio 44.1 64.9 79.4 
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yrces: For Latin America, legislation and statistics of the 
4s countries; for the rest of the world, ECAFE, Economic 
tin for Asia and the Far East, Bangkok, November 1953, 
8. 


bme countries, such as Colombia and Venezuela, the 
Jortion paid at this level is still very small indeed; 
lolombia it is not as much as one per cent, and in 
szuela earned income is taxed at a rate of 2.6 per 
{and income from capital at 4.6 per cent. In other 
tries—Brazil, Mexico and Peru, for instance—when 
ipts are 20 times per capita income, the maximum 
lence does not exceed 16 per cent for income from 
tal; the tax on earned income in these countries is 
liderably less at the income level indicated. Among 
atin American countries, Chile probably constitutes 
exceptional case, since taxpayers whose income is 
mes per capita income are subject to a much heavier 
than in the remaining countries; for wages, the 
Hence is 16 per cent and for income derived from 
property investment, 31 per cent. 


oadly speaking, in the countries of the region, con- 
tors whose receipts are more than 20 times per 
ta income have to pay tax at an increasingly pro- 
sive rate. Thus, at an income level of 50 times per 
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capita income the incidence of taxation on individual 
income is several times greater than on income 20 times 
as high as the per capita figure. Even so, the incidence 
of income tax at the high income levels is much lower 
than in the industrialized countries. In most of the coun- 
tries studied—except Argentina and Chile—the incidence 
of the tax is less on income 50 times as large as per capita 
income than on income 10 times as great in the indus- 
trialized countries. For taxpayers whose income stands 
100 times higher than the per capita level, the tax in- 
cidence is much the same as it is in the more highly- 
developed countries for an income 10 times bigger than 
per capita income; in some cases, like those of Colombia 
and Venezuela, especially this latter country, the in- 
cidence is markedly lower. It should be noted, however, 
that the recent tax reforms carried out in Argentina have 
accentuated the incidence of the progressive scale at the 
higher income levels. This circumstance is important 
for the study of the potential sources of income existent 
in the Latin American countries which might contribute 
to the financing of their economic development. 


Lastly, it should be pointed out that the foregoing 
analysis relates to the formal incidence of income tax 
and is based on an example to which the measures 
adopted in each country are applied. This means that 
its real incidence may not be the same, if methods of 
control and administration are defective and leave room 
for income-tax evasion. Hence, in some cases, although 
a system may have a highly progressive scale of tax 
rates, effective revenue is not as large as these rates 
suggest. 


(f) The schedular tax or the unitary personal tax on 
income 


Several of the Latin American countries have in recent 
years expressed their desire to revise and bring up to 
date the basic structure of income tax, in order not only 
to improve it as a source of government revenue but also 
to transform it into an instrument of economic and 
social development policy. It must now be considered 
whether the schedular system or the unitary tax on per- 
sonal income constitutes the more effective means of 
attaining these ends. 


The system of schedules allows of more regular re- 
ceipts, and offers administrative advantages because it 
is easier to collect tax on certain income categories at 
the source; it also arouses less psychological resistance 
in the taxpayer. Indeed, in this case taxation at the 
source often enables part of the taxpayer’s income to be 
deducted without his having a clear idea of what sum 
he contributes. The fact that fiscal policy, by means of 
differential rates, can stimulate or discourage specific 
activities, provides another argument in favour of the 
use of this system. The objection has, however, been 
raised that in practice it has resulted in a less progressive 
form of taxation. In countries like Brazil and Chile, 
where the schedular system exists, the proportion of 
income-tax revenue deriving from the supplementary 
progressive rate applied to individual income is much 
lower than in those where a general progressive tax is 
imposed on total income. For instance, in Brazil and 
Chile the proportion in question amounts to 21.8 and 
20 per cent, respectively; in Argentina, on the other hand, 
it is as much as 45 per cent, and in Colombia 38.4 per 
cent. (See table 31.) 
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Table 31. Latin America: Progressive tax as a 
percentage of personal income tax in selected countries 


(Millions of units of national currency units at current prices) 


Progressive 
taxatéon on 
Income-tax individual 
Countries Years yield income Percentage 
Argentina ..... 1953 4,753 2,141 45.0 
Brazil, dtelee ens 1954 15,339 3,211 20.9 
Chile*pecsere ase 1953 8,267 1,805 21.8 
Colombia Wercce 1952 281 108 38.4 


Source: Official statistics. 
a Excluding the large mining companies. 


Clearly, these facts do not indicate that the scale of 
rates is less progressive in those countries that have 
adopted the schedular system, but show that the range 
of individual income affected by the progressive scale 
is wider in those countries that impose a unitary tax 
on income. 


The need to increase the resources available for 
financing economic development and for checking or 
mitigating the inflationary process, may cause changes in 
the tax system in certain countries to take the form of 
the establishment of the unitary tax on global income. 
This is because a progressive over-all régime imparts 
greater flexibility to the system for levying revenue—an 
important consideration if, as income rises, a growing 
share of it is to be channelled towards investment. Such 
a reform, of course, calls for a major reorganization of 
the administrative machinery, which is necessarily more 
complex than under the system of schedules. But one of 
the advantages attaching to the form of taxation proposed 
is the experience acquired in the administration of the 
surtax or supplementary progressive tax on global in- 
come. This advantage, however, is only relative, as in 
most countries where the schedular system prevails, the 
supplementary tax has not operated very effectively, be- 
cause the readjustment of methods of control and ad- 
ministration has not kept pace with the growth of total 
income and the increment in the number of taxpayers. 
Consequently, it has proved more expeditious to resort 
to incteasing schedular taxes which are characterized 
by proportional rates and collection at the source. 


The basic problem in connexion with the reform of an 
income tax régime based on a unitary tax on personal 
income is that of endowing this system with some of 
the advantages proper to the schedular tax. It seems 
worth while to study the possibilities of introducing 
collection at the source for all or for particular types 
of income, and to spread payment over a sufficient num- 
ber of periods to secure a regular inflow of revenue 
without loss of administrative efficiency. 


At all events, the establishment of one system or the 
other constitutes a problem which can be solved only by 
means of a more thorough study of the taxation system 
of each country, and in accordance with the special 
features of the economic and social structure prevailing 
in each. An evaluation of this kind must be based on 
three guiding principles: (a) the efficacy of the tax 
system as a means of transferring resources to the Goy- 
ernment, and the degree to which all possible sources of 
income are tapped; (b) the extent to which the system 
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encourages or discourages capital formation; and 
the degree of justice with which the tax burder 
distributed among the various socio-economic group 


3. TAXES ON BUSINESS ENTERPRISES AND INCENTIVES ] 
INVESTMENT 


(a) General structure of business taxes in the 
Latin American countries 


The system of taxing business enterprises is determing 
by the type of régime in force. In the Central Am 
countries business taxes are of a progressive natur 
same is true for Colombia and Peru. The former cot 
imposes an additional progressive surtax on bu 
assets. In countries where the schedular system prev. 
that is, Brazil, Chile and Venezuela—the rate is pro 
tional, but in Venezuela corporations are also s 
to the supplementary progressive tax. A schedular s 
with progressive rates is applied to business enterp is 
in Mexico. 


As a general rule, discrimination between the diff 
types of activities does not exist in Latin America, ex 
in the case of agriculture, to which some Governm 
apply a lower rate of taxation. Some export indu 
on the other hand, are obliged in certain countries to 
higher taxes, A case in point is that of Chile, wher 
income of the large mining companies is more h 
taxed than that derived from trade, industry and oth 
activities. A special example is provided by Venezuela 
petroleum industry. The aggregate contributions of t 
companies concerned are made up of a sum equivaler 
to 50 per cent of their net profits. When payments c 
account of other types of taxation (royalties and oth 
dues) have been deducted, the remainder, up to the § 
per cent mentioned, is paid as income tax. 


The fact that the system of tax rates applied to bus 
ness enterprises involves the same treatment for all th 
different activities, without due regard to the varyir 
degrees of importance of such activities in relation { 
over-all economic development, has led some countrit 
to consider the possibility of transforming the tax stru 
ture into an effective instrument for encouraging or dil 
couraging the movement of resources towards given typ 
of activity. The question has been specifically raise 
with respect to industry and trade and even to the dil 
ferent branches of manufacturing. As regards trade, 
has been suggested that discriminatory taxation migh 
not only produce favourable effects by making othe 
fields of activity relatively more attractive, but might 
also prove an important instrument of anti-inflationar 
policy, which could be used to limit the heavy receip 
usually accumulated in the trade sector in the cours 
of an inflationary process, and frequently reflected i 
a higher level of consumption among the groups th 
benefited, or a propensity towards luxury investment 
In Chile, a bill has recently been proposed which woul 
grant more favourable tax treatment to income derive 
from industry than to that accruing from trade. 


In addition to normal income tax, a tax on exces 
profits also exists in a number of countries, includin 
Argentina, Colombia, Mexico and Peru. This tax we 
applied in Chile until recently, but has now been aboi 
ished. In Brazil, Venezuela and the Central America 
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blics, business is not subject to an excess profits tax. 
some countries this tax was introduced during the 
as a temporary expedient to mitigate too sharp a 
stribution of national income. In others, however, 

as Colombia, it has been permanently incorporated 
| the basic structure of income tax. 


e level and structure of the tax rates imposed on 
jness directly influences the organization and size of 
rprises in certain countries, apart from the possible 


ts of the prevailing system of deductions and 
options. 


n the basis of the general principle traditionally 
pted, legislation in some countries is aimed at taxing 
jted liability companies more heavily, so as to offset 
advantages they enjoy in the attraction of capital and 
e guarantee implied by the fact that they are under 
e supervision. In Chile, for example, corporations 
a tax of 19.5 per cent, while on the dividends dis- 
ted a proportional rate of 18 per cent is charged.1! 
sre partnerships are concerned, on the other hand, 
Jjough they are subject to a higher rate—23.4 per 
—the profits of the partners are affected only by 
supplementary progressive rate. In Colombia, the 
prentiation between partnerships and limited liability 
panies is very marked, as the latter are subject to a 
y progressive rate, while to the former only a small 
portional tax is applied. In the other countries of the 
on the system of taxing business enterprises em- 
es, either directly or indirectly, means of discrimi- 
g between the limited liability company and the 
nership, although this does not represent any serious 
acle to investment in the former type of organization. 


careful study of this aspect of the prevailing situa- 
| in the various countries may be of great importance 
\the identification of some of the factors limiting the 
mcing and development of investment. In principle, a 

favourable treatment might be accepted for limited 
jility companies to counterbalance the advantages in- 
ved in this type of organization; nevertheless, in some 
Intries the objection has been raised that tax policy, 
ng to the imperative need for the rapid levying of 
purces, has brought about reforms in the structure 
tax rates, without regard to the resultant danger of 
Pssive discrimination. 


4 matter of special concern is the way in which heavy 
htion on corporations may affect the financing of new 
lustrial establishments. A prospective investor, faced 
several similar alternatives, will probably choose 
jone which does not take the form of a limited liability 
hpany, in which case financing may present greater 
culties, as regards both the possibilities of resorting 
the commercial banks and the attraction of private 
fing. From the point of view of attracting foreign 
‘ital, there is always the risk that a severely discrimi- 
ory régime may not hold out the greatest inducements, 
se corporations, being under official supervision, offer 
best guarantees for the facilitation of association 
national capital and for security of investment. 


Another aspect deserving of consideration and con- 
ted with the over-all structure of taxation on business 


Thus the incidence of the two taxes together on the corpora- 
’s net taxable income is 34.2 per cent; furthermore, dividends 
t be included in the return of global income for the applica- 
| of the supplementary progressive surtax. 
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income, relates to the repercussions of the system on 
the size and growth of enterprises. In some countries, 
the unfavourable treatment affecting limited liability com- 
panies handicaps the larger enterprises. In this case, the 
essential point is the application of a progressive tax on 
business enterprises. Under the system of progressive 
taxation on the absolute value of profits, the larger 
enterprise is more heavily taxed, whatever its rate of 
profitability may be in relation to the capital invested. 
As has already been pointed out, this is the system 
prevailing in Colombia, Mexico, Peru and the Central 
American countries. In view of the limited information 
available, no definite conclusions can be reached as to 
the influence of this method of taxation on the size and 
growth of enterprises in the countries where it is in force. 
Nevertheless, in the case of Colombia, where details of 
the structure are available, this system apparently con- 
stitutes a serious obstacle to the organization of limited 


liability companies and possibly to that of large-scale 
enterprises. 


(b) Tax policy as an instrument for stimulating and 
mobilizing private savings 


Apart from its general effect on the volume and com- 
position of investment, income tax may be used to raise 
the level of savings and to channel resources towards 
desirable economic activities. 


In under-developed countries, particularly in Latin 
America, steady efforts have been made in the last fifteen 
years to provide incentives to capital formation within 
the tax system, mainly through income tax. 


Legislation in all countries nowadays includes induce- 
ments to attract private savings towards the government 
securities market, in the shape of total or partial tax 
exemption for interest payments.!? In some countries, 
like Colombia and Chile, the compulsory mobilization 
of private savings towards either investment in national 
debt bonds or the financing of specific projects has also 
been attempted. During the war the Government of 
Colombia obliged both enterprises and individuals, whose 
income was above given levels, to invest in national 
debt bonds. Later, a very efficient method—that of 
making the purchase of stock issued by the Paz del Rio 
steel mill offset a surtax on income—was applied to 
finance to the steel making industry. Proof of the purchase 
of this stock exempts from the tax; otherwise, taxpayers 
lose the right to acquire the stock and their surtax is 
considered in arrears. 


Compulsory subscription out of private funds exists 
in Chile, but not to the same extent as in Colombia. 
While the tax on excess profits was in force, enterprises 
had to invest in the expansion of their own undertakings 
or in bonds issued by the Development Corporation. 
Owing to the low rate of interest on these bonds, the 
measure resulted only in greater reinvestment. At the 
present time, industrial and mining concerns are also 
obliged to invest 5 per cent of their annual profits in 
housing for workers and employees. 


To judge by available information, other Latin Ameri- 
can countries have not made extensive use of these meth- 
ods of mobilizing private savings. Tax policies designed 


12 Such measures have already been more fully described else- 
where in the present section. 
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to promote the reinvestment of savings have generally 
tended towards more flexible systems of amortization 
and tax exemption for non-distributed profits. 


The utilization of depreciation rates to encourage re- 
investment of profits is very important for a policy of 
financing development. This question, moreover, 1s closely 
linked to the inflationary problem in some of the Latin 
American countries. 


In most of these the usual procedure is to calculate 
depreciation on the basis of purchase cost, the method 
most commonly applied being that of straightline depre- 
ciation. The annual margin allowed for depreciation is 
computed as a specific and proportional quota, to deter- 
mine which the value of the amortization unit is divided 
by the number of years of useful life ascribed to it. Such 
a system does not favour the expansion of existing en- 
terprises. Consequently, in the last ten years some coun- 
tries have passed legislation aiming at the achievement 
of greater flexibility, and authorizing, on given condi- 
tions, special and extraordinary amortizations, so as to 
ensure a larger volume of investment. 


In Chile, provision has been made for an additional 
deduction from taxable income, apart from that normally 
allowed for amortization and renewal, in order to create 
a special investment fund exclusively for the expansion 
of plant and equipment. Moreover, the extraordinary 
fund may be augmented as the enterprises increase their 
volume of production; but this additional incentive has 
proved ineffectual, partly owing to the practical problems 
involved in determining the increment in the volume of 
production for the various enterprises. 


In Colombia, the taxpayer may apply for an increase 
in depreciation percentages when the equipment is dis- 
carded or becomes useless before the expiry of its prob- 
able life-span. Special rates for accelerated depreciation 
are also allowed when the equipment is in use for more 
than ten hours daily. In this case, the aim of tax policy 
is obviously to preserve the capital of enterprises. The 
second of these provisions, in particular, is very impor- 
tant in under-developed regions, since equipment may 
be utilized more intensively than in industrialized coun- 
tries, and the legally-established percentages are based 
on the experience of the latter. 


During the post-war period, as against this system of 
deductions for extraordinary amortizations, many of the 
more highly developed countries have used the method 
known as “accelerated depreciation”, as a means of 
raising the coefficient of the retention of profits by enter- 
prises. Originally this measure was applied to promote 
the rapid reconstruction of economies ravaged by the 
war. Accelerated depreciation consists in authorizing 
higher deduction rates than would be determined by the 
useful life of the assets; thus enterprises are able to ex- 
pand production capacity while the amortized equipment 
is still in use. 


No Latin American country has yet set up such a 
system, although, as previously noted, Colombia does 
authorize accelerated depreciation, but with the aim of 
preserving capital when equipment is being worn out 
rapidly by intensive use. In the context of an economic 
development financing policy, it seems of vital impor- 
tance that the countries of the region should study the 
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feasibility of this procedure, taking local patterns ¢ 
conditions into account, inasmuch as it might be desirs 
to replace the present extraordinary amortization m 
ods—sometimes limited and only temporarily effectiv 
by the more general system of accelerated depreciation 


In countries passing through a period of chronic 
flation, the problem of depreciation attains greate 
dimensions. As a rule, the purchasing power of reser 
accumulated for the renewal of production assets d¢ 
clines as a consequence of inflation. Where a ta 
levied on excess profits, and these latter are calculai 
in relation to capital that has not been revalued in 
cordance with the rise in domestic prices, the tax m 
handicap the financing capacity of the enterprises. ] 
over, the increment in the real tax burden involve 
this situation may exert an adverse influence on 
entrepreneurs’ willingness to invest. In Chile, wher 
rate of capital formation was thus affected, an 
has been made to tackle these problems by means 
system of automatic revaluation of assets, so that pro 
may be computed on capital values more in line w 
the rise in prices. To the same end, a 20 per cent inc 
in the annual amortization quota was allowed in Arg 
tina, in order to offset the increment in high replace 
costs. sil 

Another of the measures adopted to promote a hig! 
rate of reinvestment of profits is tax exemption for 1 


a 


ceipts not distributed by the enterprises. In Mexico, a 
to 10 per cent of reinvested profits is exempt from thi 
15 per cent tax on distributed profits; for industry 
agriculture, the proportion may rise to 20 per ¢ 
Recently, total exemption from payment of the 15 p 
cent tax on distributed profits was authorized for enter 
prises which use accumulated reserves for capital fo 


mation. The application of differential and flexible depré 
ciation rates such as those described is interesting as 5 
method not only of creating incentives to the achievemer 
of a higher coefficient of profit retention, but also ¢ 


promoting the selective allocation of available resource? 


In Chile, shares distributed by limited liability con 
panies in lieu of dividends are exempt from the propox 
tional 18 per cent tariff, as long as such dividends co 
respond to an equivalent amount of capital formatior 
and in the case of partnerships, those partners who d 
not withdraw their profits from the enterprise are né 
liable to the progressive global tax, as far as the rei 
vested sums are concerned. 


; 


U 


Until recently a progressive exemption was in fore 
in Argentina, provided that a minimum reinvestment ra 
equivalent to 30 per cent of taxable profits was attained. 

Among the the Central American countries, only Cost: 
Rica and Nicaragua permit special deductions for rei 
vestment. In the former, up to 50 per cent of incom 
derived from agricultural or stockbreeding activiti¢ 
during the preceding fiscal period may be excluded fro 
the income tax obligation. In Nicaragua industrial i 


13 This system was modified during the first months of 1956, a 
was replaced by another method whereby the amounts invested : 
expansion of production capacity are deducted from the tax obi 
gation at the following rates: 50 per cent of investments in mo 
able fixed assets, if such investments exceed 10 per cent of ti 
assets concerned at the beginning of the fiscal year; and 100 p 
cent of investments in agricultural machinery and implement 
10 per cent deduction is also allowed on the cost of buildin 
purchased or constructed for production activities. 
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ments approved by the Ministry of Economy are 
Huctible. 


Although no general trend is apparent in Latin Amer- 
towards a reform of the tax system which would 
ce a premium on reinvestment of profits and would 
mper or discourage their distribution, it is interest- 
5 to note that some countries have already adopted 
expedients of this kind, involving an approach to 
policy which differs from that prevailing in developed 
tries. In the latter, the basic problem is how to 
intain a high level of employment; taxes are there- 
e used to prevent an accumulation of savings which 
excessive in relation to investment needs. On the other 
d, the under-developed countries are faced with a 
ally different problem: fiscal policy must aim at raising 
savings coefficient. 


Apart from the efforts made to promote a higher rate 
jreinvestment, the system of exemptions has been used 
guide resources into the channels most likely to benefit 
momic development. As a general rule, exemptions 
e been applied with three ends in view (a) to attract 
ources towards specific branches of the economy; 
) to create incentives for the establishment of new 
dlustries; and (c) to stimulate the movement of re- 
rces towards under-developed geographic areas. The 
stem has been applied most extensively in connexion 
th specific sectors, especially those where private enter- 
se and capital were not in a position to achieve satis- 
tory development. Effort has been particularly con- 
trated on attracting capital towards the financing of 
sic industries and the building of low-cost housing. 


In 1940, a programme of incentives to manufacturing 
jd agricultural development was initiated in Colombia 
ough tax exemption for specific branches. In some 
ses, the privilege depended on specific conditions 
ating to the production capacity and employment level 
the enterprises claiming it. These measures, however, 
H not constitute a very great inducement, partly because 
pynetary expansion and the difficulty of importing equip- 
mt during the war rendered other economic fields, 
pecially investment in real estate and financial under- 
<ings, more alluring and accessible. During the post- 
r period, exemption policy was focused mainly on the 
velopment of the steel making industry. Recently, 
ter the Paz del Rio steel mill had entered operation, 
pasures were adopted to ensure an internal market for 
} finished products. Thus, enterprises utilizing more 
an 80 per cent of domestic iron and steel as raw ma- 
tials are exempt from taxation. In recent times, Co- 
mbia has also offered incentives to the production of 
betric energy, according private capital the same 
ourable treatment as the official power companies. 


In Chile, the tax policy has also created inducements 
r the development of certain nationally desirable activ- 
es: low-cost housing projects; investment in the plant- 
le of artificial forests; the fish and shell-fish processing 
dustry; transforming industries manufacturing mining 
uipment; and the iron and steel making industry. In 
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the last named instance, tax privileges are granted only 
to those Chilean concerns of whose capital at least 60 


per cent is subscribed by Chilean nationals or corpo- 
rations, 


Tax exemptions have become an important part of the 
Mexican Government’s policy since 1941, when a law 
was passed granting five years’ tax exemption to such 
industries as were considered necessary for the country’s 
economic development. In 1946, this law was replaced 
by another which set up three groups of eligible indus- 
tries, and extended the original duration of the privilege. 


The Colombian Government has accorded tax exemp- 
tion to enterprises established wherever climate, health 
or transport conditions have prevented the incorporation 
of the areas in question into the national economy. 
Concerns operating in certain northern provinces of 
Chile, or in the far south, are also subject to a tax treat- 
ment involving partial, or in some cases total, exemption 
from income tax, on condition that a given minimum 
percentage of domestic raw materials be utilized. 


In addition to specific exemptions, many countries 
take more general steps to encourage the installation of 
new industries. The efficacy of such measures may, how- 
ever, be restricted by two important factors. In the first 
place, the concept of new industries sets up very narrow 
limits, since it includes only those enterprises which 
manufacture goods not already produced in the country. 
Thus, even when additional capital is required in many 
branches of production, exemption is not granted simply 
because there is an industry of the same kind already in 
operation; conversely, the privilege promotes the estab- 
lishment of other, less necessary industries, merely be- 
cause they do not as yet exist. The second reason for the 
relative inefficacy of the legislation described is that, in 
order to claim exemption, new industries must utilize 
domestic raw materials either entirely or in excessively 
high and inflexible proportions. The purpose of such 
measures is clearly to stimulate demand and thus pro- 
mote the development of domestic industries producing 
raw materials—a highly desirable target for a develop- 
ment policy—but it would perhaps be more reasonable 
and realistic to introduce a greater degree of elasticity. 


Lack of data makes it difficult to assess the concrete 
effects of tax exemption policy on capital formation 
and the channelling of resources. It is safe to assume, 
however, that the measures adopted in this field have 
been of positive aid to the development of the iron and 
steel industry in Colombia and Chile; moreover, in the 
latter country they have been successful in promoting 
the establishment of low-cost housing enterprises. In 
1949-54, fiscal exemptions for industrial development 
in Mexico amounted to 681.1 million pesos, of which 
261 million represented income tax. Statistics show that 
during the period 1940-55, 851 Mexican industries, of 
which 533 manufacture capital goods and 318 consumer 
eoods, were benefited by tax exemption. The creation of 
these industries, in their initial stages, involved the 
employment of 69,974 persons. 


: Chapter II 
PUBLIC SAVINGS AND DEFICIT FINANCING 


I. INTRODUCTION 


The post-war growth of the public sector in Latin 
America has been accompanied by accumulated budget 
deficits which in almost all countries have tended to ex- 
ceed occasional surpluses and which in some have had 
profound inflationary repercussions. This trend is a 
result of the disparity in the growth of government 
revenue and expenditure. That of fiscal revenue has been 
irregular and strongly influenced by fluctuations in ex- 
ports and in the level of economic activity; government 
expenditure has tended to expand more steadily through- 
out most of the post-war period. 


This disparity is manifest in the marked fluctuations 
which can be noted in public savings. In certain coun- 
tries these have even been negative in some years, signi- 
fying that current outlays alone have exceeded ordinary 
revenue; but in most Latin American countries public 
savings coefficients have generally been superior to those 
of the respective economies as a whole.! Although public 
savings have not shown any general tendency to improve 
in relation to fiscal income, in a number of republics 
they have risen impressively in comparison to both 
current government expenditure and the gross national 
product.” 


On the basis of this comparison, the countries of the 
region can be divided into two groups: those where 
fiscal income and savings have risen more rapidly than 
national income; secondly, those where no such increase 
has occurred, or where the former have definitely lagged 
behind the latter. In most of the countries where the 
relative importance of fiscal income and savings has 
grown (Mexico, Colombia, Venezuela and some of the 
Central American Republics), public investment has ex- 
panded very substantially and has contributed signifi- 
cantly to the relatively rapid rate of economic growth 
recorded by these countries. The opposite tendency can 
be observed in Argentina and especially in Chile, whereas 
in Brazil public investment has tended to fluctuate con- 
siderably and the contribution to economic growth has 
in large measure been a result of its contra-cyclical 
timing. An aspect common to most of the Latin American 
Republics has been the important and at times decisive 
role played by the external sector in determining these 
trends. 


Not only those Governments handicapped by a lag in 
revenue and savings but also those which have been 
favoured by a large expansion have had recourse fre- 


1The term public savings coefficient is applied to sayings as a 
proportion of fiscal revenue, while the coefficient of the economy 
as a whole represents total savings as a percentage of national 
income. 


2 All the statistical series in this chapter are expressed in cur- 
rent values, unless otherwise indicated. 


quently or even systematically to deficit financing. TI 
methods used to finance budget deficits vary wide 
from one country to another, but in general it has 
difficult to cover these deficits completely without resort 
ing directly or indirectly to the issue of new money, 
Such inflationary financing has naturally been on a larg 
scale in the republics where fiscal income has not grown 
or has tended to lag in relative terms; under these cir. 
cumstances, government finances have at the same 
been one of the major victims and one of the prin 
contributors to a vicious inflationary circle.’ 


As a result of these trends, public debts have 
but the increment has generally been smaller than mig 
have been expected from the size and persistency of fiscal} 
deficits, and the relative importance of debt service pay- 
ments, has almost universally declined. There are several 
causes of this apparent discrepancy, one of which is 
tendency towards a greater increase in floating rath 
than consolidated debts and the recourse to the issue 
new money. This method of financing adopted by sot 
Governments does not enlarge the recognized public de 
as much as more orthodox methods and seldom giv 
rise to service payments. Public bonds, on the other 
hand, have not found a receptive market and are usual 
closely held by official financial institutions. Therefor 
debt management has in general favoured an excessive 
expansion of the means of payment and has consequently 
impeded the effective implementation of monetary and 
fiscal policy. . 


| 


The increase in the external debt has been distribu ed 
very unequally among the countries of the region and 
has been accounted for mainly by credits to decentralized 
investment institutions rather than to governments, It 
has also been associated more closely than in the past 
with foreign exchange problems, particularly those aris- 
ing from general balance-of-payments _disequilibria. 
Thus, of the post-war rise in the region’s external debt, 
Brazil is responsible for approximately three-fifths, most 
of which is attributable to payments difficulties and is 
payable over a relatively short period of time. Service 
payments in such cases represent a serious burden on 
the future capacity to import, but the majority of Latin 
American countries are still in a position to absorb a 
substantial increase in their external debt obligations, 
provided that such obligations are well distributed as 
among long-term, medium-term and short-term debt. 


. . . . 4 | 
3 Owing to the difficulties of evaluating the inflationary impact 
of government finance, no attempt will be made in this chapter to 


outlays was larger or smaller than that which they would have had 
if spent instead by the taxpayer. In case 
impact of fiscal policy is apparent, this 
out in the text. 
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IT. GOVERNMENT SAVINGS 


rovernment savings are defined as the difference be- 
en ordinary revenue and current expenditures. These 
the funds that are available to finance public invest- 
t. Since one of the objectives of Latin American 
ernments is to raise the rate of capital formation, 
public savings coefficient could logically be expected 
be larger than that of the private sector so as to in- 
ase the coefficient for the economy as a whole. It 
uld not be forgotten, of course, that public savings 
often subject to rather broad fluctuations, since they 
resent the net difference between anticipated revenue 
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and projected expenditures. Tax receipts are quite sensi- 
tive to changes in the level of economic activity, and espe- 
cially to changes in the value of exports which directly 
or indirectly provide a substantial proportion of total 
fiscal revenue in most Latin American countries. Adjust- 
ment of budgeted expenditures to altered revenue pros- 
pects, on the other hand, usually follows with a lag. 
Statistics on public savings coefficients in Latin America 
confirm both of these observations. (See table 32 and 
figure II.) 


More striking than fluctuations within any one coun- 
try are the very great differences in the public savings 
coefficient from one country to another, At one extreme 


Table 32. Latin America: Savings of central government in relation to ordinary revenue 


(Percentages) 
Brazil: Brazil: 
Federal States and 
Dita. ant menace: Chile Col ; v4 ee 
e alities olombia Mexico Venezuela Honduras Rica Salvador Nicaragua Guatemala 
Ess 9.6 eager — 6.6 ae nee 19.5 10.9 ae, 40.5 Seis Bice ses Tate 
: See —10.7 3265 es at 21.9 40.7 18.1 29.2 Sie - Re, 27.9 
_ Seo Bencoee 12.5 18.6 10.2 15.4 25.3 29.5 38.4 11.0 — 3.7 26.2 6.7 25.2 
| SSS 10.3 16.1 15.0 24.5 20.6 18.0 39.5 30.6 —25.6 17.8 4.7 1325 
EM hic arcle cess 4.2 14.8 21.0 26.4 20.6 36.9 36.0 32.3 20.9 22.0 15.7 15.2 
:  ~SeSegaee 2.6 12.9 12.4 9.4 29.7 37.2 34.8 35.3 41.0 22.8 29.8 Doe, 
fh... ss... eee 4.0 33.4 20.4 U3 32.7 48.9 36.7 35.2 38.4 22.1 28.1 31.4 
BREST ac cis sis.wre 30s 3.8 adel 7.4 2.9 29.2 46.0 36.4 aes 31.4 19.3 37.0 30.2 
_ _S6Seeaaadae — 3.0 18.2 13.4 —6.3 co 39.4 34.5 21.4 29,1 22.5 32.9 36.3 
Be Sins c 3500 Ser 21.7 155 —3.5 19.6 27.9 37.8 AAO 26.7 32.4 Ae Sere 
:. ee a ae 7.4 20.7 aie Sort ast ae oan 


jource: Official statistics. 


Argentina, where the public sector has dissaved in 
e out of nine years and the coefficient has not ex- 
ded 12.5 per cent in any year.* At the other extreme 
perhaps Venezuela, where since 1947 the savings coeffi- 
nt has remained relatively high and has moved within 
arrow range of 35 to 40 per cent. The latter country 
s enjoyed a large and stable fiscal revenue from ex- 
s, and the rise in the price level has been moderate. 
most countries where variations in the savings coefh- 
nt have been large, the main cause can be traced 
her to the external sector or to internal inflation, or 
jboth. It is interesting to note, however, that in no 
try is any prolonged trend noticeable in the size of 
coefficients, with the exception of Argentina and 
ile, where a marked decline is registered over recent 


ars. 


‘Since public savings are a function of fiscal revenue 
id current expenditure, a comparison of the relative 
owth of these items in relation to the gross product 
each country should indicate the main sources of the 
triations observed in the savings coefficients. On the 
sis of such a comparison, the countries of Latin Amer- 

can be divided into two groups. In the first group 


In no country have social security institutes been included in 

public sector, but this is especially important in the case of 
gentina, where funds from these organizations have been used 
finance most of government investment in recent years. This is 
yuestion which will be taken up later. Therefore, the inflation- 
r effect of public finances in Argentina has been due not to the 
cits of the central government but to the operations of other 
blic entities, as will be seen later. 


appear Argentina, Brazil and Chile. Public savings coefh- 
cients have tended to decline in Argentina and Chile, as 
current expenditures expanded more rapidly than fiscal 
revenue. (See table 33.) Since 1947 current outlays 
of the Argentine Government have also grown much 
faster than the gross product; the latter, in fact, barely 
increased in real terms. In Chile, on the other hand, the 
growth of current expenditure has not exceeded the rise 
in the gross product during the post-war period as a 
whole, although such a tendency was noticeable during 
the years 1950-53. The decrease in public savings has 
arisen less from an attempt on the part of the Chilean 
Government to gain a larger participation in the gross 
product, as is apparently the explanation in the case 
of Argentina, than from a serious lag in the growth of 
fiscal revenue. From 1949 to 1954, both current govern- 
ment outlays and the gross product in Chile rose by 
400 per cent, whereas ordinary revenue expanded by 
only 270 per cent, or in exactly the same proportion as 
the price level. This lag in fiscal income is associated 
both with fluctuations in receipts from the large foreign 
mining companies and with inflation.> The Chilean Gov- 
ernment has as a result received a declining share of the 
economy’s total real resources to finance a rising burden 
of fiscal responsibilities, 


5 The policy of selling foreign exchange at preferential rates to 
subsidize essential imports has also been an important cause of the 
slow rate of growth of fiscal revenue in Chile. It has been esti- 
mated that between 1950 and 1952, if the Government had sold 
this exchange for a price closer to its real value, it would have 
increased fiscal income by an amount larger than the public deficit 
during these years. 


Table 33. Latin America: Revenue, expenditure and savings 
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governments compared with the gross product 
(Indices at current values) ® 


wee Nel elee yp wie alee oS SS 


Capital 
expenditure 


Ordinary Current 
Year revenue expenditure 
Argentina (1947 = 100) 
Oe Go nciaedap ooano 46.1 56.2 
VOLGitaadietsielets wrererere 56.9 72.0 
Me ea ocoomoncdaG 100.0 100.0 
OAS cabobenalege desires 124.7 UPAR 
1949 eecete oisieis sieve ape 160.2 175.4 
TO5 One evaretersvorshstetetens 191.7 Dalles) 
MOS Uavelcustetarerare aiererere 290.3 318.5 
MOD Qi terete eye sclteres 352.9 387.8 
TODS aeterancters te ycre" avons 362.1 426.1 
NORA Petrone eens cotter arate 
Brazil, Federal Government (1947 = 100) 
| A) Gina ee ae 100.0 100.0 
VOB’. Steresusisie eve sese'e 114.5 117.9 
TO49 era croretstere eters ars 129.8 135.9 
TOS Oe ieensversanavepavers ate 141.2 151.1 
LOST go sitverereysyers's axe 196.8 161.0 
O52 scorers nrarege evecare 221.0 201.6 
L953, crece eee ieln.s Ses 269.1 270.6 
OSA. 5 in spesteterstons: ave 333.1 320.6 
TODS she shoot csistersie 389.2 442.8 
Brazil, states and municipalities (1947 = 100) 
VOST . Ware Sapegietoesers 100.0 100.0 
HOGS cn ais tone egegtaate fous) 135.6 119.3 
1.940 erionsteerstastevers 167.8 147.5 
HOS). seeteversvcrovesceretete 190.4 185.5 
OSU: Ses cry crsve etetonayors 2012 227.8 
VOD 2% sraitevsisve evs tve.0 288.8 297.7 
195 Sie tare erercieaies 353.1 340.5 
L954 ee nce ieee eens 448.9 422.5 
VOSS sSeaee Sere icicle este 514.9 454.5 
Chile (1945 = 100) 
LO45 As Sess easte ac 100.0 100.0 
LOA a iaixaiece a ates ness 109.5 121.0 
L947 sisi eee 156.1 164.2 
1 OAB tii -scterexonneetet-e 211.9 198.9 
194.9 octets eles sxoperoicaee 249.2 227.9 
95 Ow sitar sae eens 268.0 301.7 
LOST Ss. seacttortaasetast 380.3 390.8 
MOS 2 ranorste etatare eveuclee 492.8 594.6 
95S ieee estes eae 599.4 792.3 
LOSS eee cee oe 921.6 1,185.4 


— SESE 


Source: Official statistics. 


‘ 4 The indices given in the table are not comparable on an inter-country basis, as the effect of the 
rise in price levels, which has varied greatly from one country to another, has not been eliminated 
Different base years have therefore been used, according to the statistics available and in the case 
of Argentina and Costa Rica, in order to avoid the years 1945-1946, when savings were negative. 


b These figures are negative. 


Savings 


92.2 

89.8 
100.0 
259.4 
234.4 
242.1 
353.0 
356.9 
346.6 


100.0 
118.0 
241.5 
297.2 
304.2 
271.7 
434.3 
578.6 
520.9 


100.0 
121.0 
150.0 
187.2 
226.6 
299.2 
341.2 
422.2 
448.7 


100.0 

98.2 
139.6 
123.4 
137.8 
179.3 
217.9 
388.2 
423.9 
672.3 


of central 


Gross 
product 


53.9 

73.1 
100.0 
125.8 
150.3 
177.7 
247.3 
282.4 
319.5 
354.0 


100.0 
112.0 
129.4 
150.1 
181.8 
208.7 
254.2 
328.3 
400.0 


100.0 
112.0 
129.4 
150.1 
181.8 
208.7 
254.2 
328.3 
400.0 


100.0 
120.1 
157.9 
203.7 
224.6 
281.3 
352.4 
462.0 
662.0 
1,124.2 
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Table 33-a. Latin America: Revenue, expenditure and savin 
governments compared with the gross product 

(Indices at current values) ® 
oo eeeeseeeeSsSsS‘isFs 


Ordinary Current 


gs of central 


Year revenue expenditure Savings seats hou 

Colombia (1945 = 100) 
WOAS). Scere es coe 100.0 100.0 100.0 100.0 100.0 
TD AG sete) en: ss cis iets 137.8 120.7 PACT? 200.2 121.0 
OES ibs Sie sore ois ecarc ae 184.7 154.9 428.3 261.0 149.3 
OA, rere otere:eisyascree 203.0 181.0 382.8 279.8 176.4 
OOM Sncsrsin toe he 229.5 204.4 434.4 212.9 210.8 
MIG e, 0: o,sesia0 chara eter 311.6 245.8 849.4 303.3 255.2 
MOS resrae here rererete aie 430.6 325.5 1,290.0 479.8 289.4 
OSA crtcistote sofa 73.1 375.9 1,267.2 451.0 320.1 
LOS Gravee crete acters 523.9 545.3 348.9 518.2 364.1 
LOS ae Sainew eo aeivies 653.5 590.7 WET 2e6 681.0 421.0 

Mexico (1945 = 100) 

OB are cairn e er ayehie 100.0 100.0 100.0 100.0 100.0 
TOAG eer veteets at Seal 137.5 104.9 251.6 124.9 132.6 
OA Te Maw es.ees Mae 145.3 131.7 192.9 158.6 145.8 
OA G wae ees deletes ICT 166.4 eS 147.4 158.3 
OAD ST ee wei ee eae 228.4 185.3 378.8 164.6 173.4 
O50. aeeee wero 248.3 200.6 415.1 194.2 210.2 
BIDS Ligeti sarc oe des SEE 233.3 781.0 312.0 220.9 
ODD raecatce Mie eS 441.3 306.3 913.0 477.1 253.4 
HONS Ses slates oetean 354.4 276.4 627.1 409.8 Del 
OAS aes cvaks.ars ae ave 421.4 390.0 527.9 441.0 320.9 
POSS aan aitts siecle oe ote 569.5 sceus oame sists 

Venezuela (1945 = 100) 
1A ac Ke cioaes «ees 100.0 100.0 100.0 100.0 100.0 
ROAG are, dats wyciere <a 155.1 116.7 328.6 119.1 114.1 
TOG Te oes sis nessa cle 220.8 163.1 481.5 204.8 133.1 
LOA De croc wia.0 elem eran 277.8 PAD 72 Dodo 292.0 162.6 
OA Oe chess dats Bee 268.3 7A aU 514.8 250.9 202.8 
EQS Ore oie oyeierslone ssiets 300.7 232.6 608.7 334.6 197.3 
NOB Me, oct asus a) nen bores 325.0 252.4 652.8 362.7 208.9 
NOD Di. cron openers K BS 335.4 268.4 637.9 aL207 253.0 
MODS 5 arcavsiote ais, areke ote 376.0 285.6 784.7 308.1 266.3 


Source: Official statistics. 
a See note ® to table 33. 


Table 33-b. Latin America: Revenue, expenditure and savings of central 
governments compared with the gross product 


(Indices at current values) ® 


Ordinary Current 
Year revenue expenditure 
Honduras (1946 = 100) 
W9SGR Ne cre eects onthe 100.0 100.0 
WOATE Ae cemesntet ae 113.0 142.0 
OAS iercteers site warerere 118.4 116.0 
NQAOE Yc crartroncioasteete 147.0 140.5 
LOS 0m secre eaters 183.8 167.9 
TOSI eS daoaeier ete 208.6 190.8 
NOS DE ccrtrie ceeeaete 214.0 aoe 
LOG tye ciccie entete 231.9 DAS (ee 
Costa Rica (1949 = 100) 
OA Tictete ctenrestaectee 64.4 84.4 
NLS ee et reaconon 68.7 109.0 
NO 4Gcceteerse enacts 100.0 100.0 
LOS Oe ceca teres 129.2 96.3 
195 Ite. enie ae ce ere 144.0 22 
1952S node sis cleanses 153.6 133.3 
UES Sa RAAB .c 176.2 158.0 
VO54s wioscctes cree ete 202.3 187.6 
El Salvador (1947 = 100) 
TOR cet eee 100.0 100.0 
MOASR hae an siete 107.9 120.2 
O40 Fs area stcnretveteiste 127.0 134.1 
G50: encanto rs 8 162.9 170.4 
TOS Ue atca striae: 2G 229.8 
ICY AR Ba mOCne See 230.4 251.9 
[O53 er ckersiee a oectere 256.5 269.3 
LOS Areas. Meher custertenies Sle 285.2 
Nicaragua (1946 = 100) 
WOAG rere se ee ee 100.0 100.0 
ORT eS csi Me 105.5 112.0 
LABS eo auieenaiee 121.1 131.5 
UGAQ ine tercte ct niet ote 121.5 116.7 
LO50 Ree eee 161.2 128.9 
LOS Le are sore erereue sucveae 204.3 167.4 
LOS Demise cco. 276.0 198.1 
LOS Seba te tetas a 326.6 249.8 
Guatemala (1946 = 100) 
TOSS aire ce eecisien ae eas Das 
LOG ere etererac net rotie 100.0 100.0 
OAT ec aek nue ee 110.9 iW) 
OAS a cicters savserenre 120.5 144.6 
1940 Fe aac one 125.8 148.0 
LOS Otero aecsce s cuescte 147.7 157.3 
195 Uirsteetomanton eet a Peer 169.1 
i be See i Gododoc 196.5 190.2 
LOOSE tercter teeters 215.9 190.7 


Source: Official statistics, 
4 See note ® to table 33. 
b These figures are negative. 


The growth of federal government income, current 
expenditures and the gross product in Brazil was re- 
markably similar between 1947 and 1954; all three 
indices have expanded by about 225 per cent, in com- 
parison with a 20 per cent rise in prices. It can be seen 
in table 34, however, that there was some lag in fiscal 
revenue up to 1950, which kept public savings from 
rising; but this situation was corrected by a policy of 
budget economy in 1951-52. As from 1955, a basic mal- 
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Capital Gross 
Savings expenditure product 
100.0 100.0 100.0 
42.6 133.3 113.1 
124.1 128.6 119.6 
163.0 166.7 133.8 
222.2 2oleL 146.2 
251.8 369.0 167.9 
eet oe 2S 
170.4 538.1 ae 
eee 82.8 
ee 76.3 ere 
100.0 100.0 100.0 
253.5 95.3 tas 
264.3 118.3 
230.4 300.6 
245.2 316.6 Nate 
258.3 352.7 ele 
100.0 100.0 100.0 
(ees) 125.7 112.0 
106.8 114.5 119.5 
141.7 166.4 142.5 
183.3 236.2 182.7 
169.7 246.7 186.6 
220.4 263.8 224.7 
384.8 300.0 
100.0 100.0 100.0 
58.3 104.3 109.4 
46.7 139.1 107.1 
156.7 88.0 109.3 
393.3 157.6 112.7 
470.0 276.1 
836.7 460.9 
880.0 568.5 
ars miei 65.9 
100.0 100.0 100.0 
100.0 178.3 117.5 
58.2 154.3 168.6 
68.3 133.3 165.1 
122.8 132.6 184.0 
200.0 187.6 205.5 
212-7 180.6 218.4 


adjustment has appeared in federal government finances, 
principally as a result of substantial upward salary revi 

sions, which have sharply raised current expenditure 
and contracted public savings. The current income and 
expenditures of states and municipalities in Brazil, unlike 
the Federal Government have expanded conetioralal 
more rapidly than the gross product. This increase in 
both income and outlays has been rather similar, how- 
ever, so that savings coefficients have not been affected. 


: 
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ersely except in 1952, when they fell to only 7 per 


; : i ae and municipalities combined.® (See again 
ple 32. 


jble 34. Latin America: The expansion of real 

scal revenue compared with the growth of current 

expenditures and the gross product in selected 
countries 


(Percentage changes at constant prices) 


Gross Current Ordinary 
product expenditure revenue 
ezuela (1945-53)... sce 93 107 173 
Ombia (1945-54) .......... 87 162 190 
mecO (1945-54) So cee ces wess 56 90 105 


Source: Official statistics. 


The second group of countries is composed of those 
which the growth of ordinary revenue has surpassed 
at of current expenditure, and both have increased 
bstantially more rapidly than the gross product. The 
sult has been that public savings have expanded not 
uly absolutely but as a percentage of the gross product, 
ough not as a proportion of total fiscal income. This 
the situation that might be expected in a developing 
untry, where the public sector is obliged to increase 
6 participation in national income in order to allocate 
‘rising share of total real resources to capital forma- 
on. The countries for which information is available 
id which fit into this group are Colombia, Mexico, 
enezuela and some of the Central American Republics. 


In Colombia, Mexico and Venezuela—where statistics 
e more reliable and complete—the expansion of ordi- 
ary government revenue has been impressive even when 
bmpared in real terms with the growth of the gross 
roduct. (See table 34.) Fiscal income has grown about 
ice as fast as the gross product in these countries 
h spite of a large increase in the latter; and the margin 
stween revenue and current expenditure has been sub- 
antial, especially in Venezuela. A similar trend can 
e observed in most of the Central American countries 
nder consideration, although apparently with less uni- 
prmity. 


The favourable situation of these countries has been 
ue not so much to internal factors as to the contribu- 
ion of the external sector. The role of petroleum in 
Tenezuela has already been referred to above. In El 
alvador, Guatemala and Nicaragua, where export ac- 
Vities also provide a large share of fiscal income, the 
rift rise in ordinary government revenue began in 
950 and was related directly to the sharp improvement 

the terms of trade for coffee. The same factor was 
ainly responsible for the strong expansion in the reve- 
ue of the Colombian Government beginning in 1950, 
hen the relative contribution of internal taxes began 


6 Since current expenditure of local governments may be some- 
vhat underestimated, it can be stated that in general these gov- 
rnments have saved a smaller proportion of their income than the 
‘ederal Government. The fact that they have not been willing to 
nvest a lesser share of their revenue has raised serious problems 
shich will be discussed below. States and municipalities have been 
onsidered separately from the Federal Government in this chap- 
er, since together they are as important as the latter in the 
ublic sector of Brazil. 
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to decline. In Costa Rica, export taxes also contributed 
to the sudden rise in fiscal income, due in part to the 
new tax levied on the banana companies as from 1949; 
but the rise in import duties was the main contributing 
factor." In Mexico the greater increase of government 
revenue over current expenditure and the gross product 
also began in 1949, as a result of larger export tax 
receipts following upon the devaluation of 1948. 


The above analysis thus Jeads to the conclusion that 
the external sector has been the decisive factor in deter- 
mining the evolution of public savings in those countries 
of Latin America which have been favoured by growing 
or relatively high savings coefficients. 


_ In Chile the external sector has also played a very 
important role in the decline of public savings.8 In 
Argentina and Brazil, on the other hand, it does not 
contribute a large share of fiscal revenue. This very situa- 
tion, however, is responsible for the fact that in Brazil 
the Federal Government did not benefit from the sudden 
improvement in the coffee terms of trade in 1949-50, 
since exports are not taxed to any appreciable extent 
in this country; and the indirect participation of the 
Government in the greater income generated by the im- 
provement in the terms of trade was weakened by the 
fact that planters in Brazil are able to evade to a great 
extent the payment of income taxes. In Argentina, 
although the stagnation of exports has undoubtedly 
affected government income indirectly, the main cause 
of the decline in public savings was the considerable 
expansion of current expenditure, which was not matched 
by the moderate increase in revenue. 


It is now necessary to analyse to what extent the 
benefits of the export boom have been sufficient to cover 
public investment and how far these countries with stable 
or declining public savings have had to resort to deficit 
financing. 


III. BUDGET DEFICIT 


Government budget deficits or surpluses are defined 
in this study as the difference between public savings 
and capital expenditure.® Given the fact that investment 
expenditure is fixed by the autonomous decisions of 
Governments and that savings are somewhat volatile, 
it is logical to expect that sporadic budget deficits will 
occur if public authorities attempt to raise their invest- 
ment to the maximum and maintain the continuity of 
public works. (See again figure II.) It is difficult to 


7 Although official statistics of Honduras show that the sharp 
rise in government revenue beginning in 1949 came mainly from 
larger internal direct tax receipts, these in reality also originated 
from larger income taxes paid by the banana companies. 


8 Although internal factors connected with inflation were also 
important in Chile, it is interesting to observe that fluctuations 
in fiscal income are closely correlated with variations in tax re- 
ceipts from the large mining companies, and that the depressing 
effect of a decline in exports was reflected in internal tax receipts 
after a year lag. 

9 Budget surpluses or deficits can also be defined as the dif- 
ference between current fiscal income and expenditure, so that 
they would be equal to public savings or dissavings. In this study 
the definition given in the text has been preferred because it cor- 
responds to the concept employed by Latin American Governments 
in the presentation of statistics on public finance and because it 
represents that part of total expenditure which must be financed 
by credit or by the issue of money. 
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contract or expand capital outlays in exact conformity 
with the annual fluctuations in public savings. As was 
pointed out earlier, a reasonable expansion of the public 
debt to finance worth-while projects is justifiable provided 
it is financed by the transfer of real resources from the 
private to the public sector, or by foreign loans. Budget 
deficits or surpluses can also be an important tool of 
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fiscal policy in maintaining the level of economic activi 
or in offsetting the effect of changes in the level 9 
private investment on the rate of capital formation. 


If budget balances are expressed as a percentage 
ordinary revenues (see table 35), far less uniformit 
exists among the countries of Latin America than w; 
found in public savings coefficients, (See again table 32 


Table 35. Latin America: Budget balances as a percentage of ordinary income in selected countries 


Brazil 


Federal States and 

Year Argentina Bes ‘ oues Chile Colombia 
1945 oc esis, as aioe ses —65.1 —14.3 —20.6 
D946 sroevtrecets a cyoeiare —57.0 Tate —19.2 —23.9 
VOGT Recetas vis, o alse —16.8 3.2 —l187 —148 —15.5 
LOAR Ure acteretscseretars —50.5 0.2  —12.7 4.8 —22.9 
TOAGISE Ae. Sere —38.6 —140 — 48 Toll —11.3 
TOS0aniaie techs s Seek. —34.3 —19.7 —15.9 —13.2 — 1.0 
OST Aetietns:scte: «ciate —31.6 95 —5.2 — 7.4 — 2.5 
LOS Zeya s Acctyorerers —25.7 6.7 —22.5 —23.7 — 0.9 
SLOSS 5: Sous asia scetoiexerets —310 —68 —146 —230.3 —13.3 
LOD AS eer Ne\ 3 ciaiece\e sie —52 —l117 —281 —13.3 
ODOR caimeairse stele —13.3 — 45 sie 


Source: Official statistics. 


Of the countries with growing or relatively large public 
savings, Venezuela shows rather small surpluses and 
deficits which have almost neutralized each other over 
the period as a whole. Such is not the case with the 
other countries in this group (Colombia, Costa Rica, El 
Salvador, Guatemala, Mexico and Nicaragua), although 
the favourable impact of external sector revenues in 
1949-50 is still quite visible in most of them. In gen- 
eral, up to 1949-50 budget deficits were rather large 
or increasing, after which they fell sharply or disap- 
peared. (See again figure II.) In at least one case (Costa 
Rica), a large share of the increase in fiscal income was 
used to accumulate budget surpluses in order to retire a 
portion of the previously accumulated public debt. 


Public investment expenditure of the countries men- 
tioned as having been favoured by a large rise in ex- 
ternal sector receipts in 1949-50, increased from two to 
three times between 1949 and 1952. (See again table 
33.) This investment was much greater than that ex- 
perienced by the other Latin American republics and 
gives an idea of the extent to which the expansion in 
public investment in the region has been related to trends 
in export activities. The rate of increase in public invest- 
ment was so rapid, in fact, that budget balances again 
became less favourable, and in several countries sizeable 
deficits were accumulated. After 1953 external events 
were again decisive in determining trends in budget 
balances, although the experiences of the different coun- 
tries varied considerably. 


10In Nicaragua, the increase was fivefold and in Guatemala 
less than 50 per cent. In the latter country, trends have not con- 
formed to the pattern noted in the text. Before 1950 budget deficits 
amounted to between one-third and one-half of ordinary revenue 
which was growing at a relatively slow rate. Since 1950 the Gov. 
ernment has apparently preferred to employ larger reyenues in a 
reduction of these deficits rather than in a substantial expansion 
of expenditure. 


Costa El 
Mexico Venezuela Honduras Rica Salvador Nicaragua Guatemal, 
220 lies (eee rae ‘ a a 
Bi 10.5 6.5 aieie AOE —65 —I77 
—16.7 59 —158 —234 —04 —102 
—216 — 2.2 5.9 —42.6 —I17.33 —l168 —449 
6.4 0.9 6.6 5.5 — 5.2 2.2 —331 
41 — 37 oS 29.7 — 8.0 11.5  —17.7 
1.7 —41 — 49 25.8 —10.7 28  —16. 
0.3 0.6 a8 1.3  —13.0 5.7 —Il11L7 
— 9.6 8.1 —31.2 15 — 85 03 — 33 
—16.4 0 3.3 aa siete 
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owards the end of 1953, the terms of trade of coffee 
improved very substantially, resulting in a sharp 
ease in the public revenue of Colombia and the 
ral American coffee-exporting republics. Statistics 
the latter countries are incomplete for 1954, but it 
be observed that in El Salvador successive deficits 
Je converted into a budget surplus during 1954 in 
e of a 15 per cent expansion in public investments 
is year. (See again tables 33 and 35.) The Colombian 
ernment, on the other hand, followed a policy of 
easing expenditure to the full extent of the higher 
nue, so that no reduction in the budget deficit took 
e in 1954, although it did not increase. As a result, 
e 1945 real public investment has risen by 175 per 
t in Colombia, an increase which is considerably 
ater than in any other major Latin American country 
which information is available. This expansionist 
icy led to a dilemma in 1955, when the value of 
ee exports declined as rapidly as it had increased 
ing the previous year. A contraction in public ex- 
diture, to conform to lower tax receipts, would have 
ressed the level of domestic economic activity; the 
lvernment thus adopted a policy of maintaining pur- 
ses of coffee stocks from growers and of neutralizing, 
means of credit and public expenditure, the defla- 
ary effects of the disequilibrium in the balance of 
ments. As a result, a considerable budget deficit was 
bably incurred and special measures had to be 
pted to correct the trade deficit, including exchange 
reciation, the implementation of a limited system of 
Itiple exchange rates and the reimposition of a list 
prohibited imports. 


An opposite contra-cyclical policy was followed in 
xico. In order to combat growing budget deficits and 
balance-of-payments disequilibrium, the Government 
uced expenditure in 1953, but revenue fell even fur- 
r as a result of the decline in economic activity. Con- 
uently, expenditure was raised towards the end of 
year at the cost of a greater deficit; but the apparent 
ect of this policy was to increase the liquidity of the 
onomy, a development which put even more pressure 
the balance of payments. In 1954, the Government 
s obliged to resort to the same policy as had been 
opted in 1948, namely, considerable devaluation ac- 
mpanied by heavier export taxes. Although the govern- 
ent deficit was even greater in 1954, the large increase 
public revenue during 1955 was again sufficient to 
oid a fiscal deficit and to balance foreign payments. 


In Brazil, fluctuations in the budget balances of the 
ederal Government have been due mainly to changes in 
:vestment expenditure. These outlays grew very rapidly 
p to 1950 under the stimulus of the SALTE Plan, but 
1e large deficits during the last two years of the period 
1 question obliged the Government to adopt a policy of 
rict budget economy. Consequently, between 1950 and 
952 investment expenditure did not increase in spite 
f a 40 per cent rise in the price level during this period, 
nd budget surpluses were accumulated in both 1951 and 
952. This policy turned out to be compensatory. The 
eriod of expansion in public investments coincided with 

very slow upward trend in private capital formation, 
hereas after 1950 the increase in the terms of trade 
nd the level of imports stimulated a marked recovery 
1 private investment, which was accompanied by con- 
iderable inflationary pressure. 
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After 1952, the Federal Government again shifted to 
a policy of increased capital outlays, which as before 
outgrew public savings and brought about new deficits. 
These deficits were injected into an economy in which 
the aforementioned inflationary pressures had not sub- 
sided, and they coincided with the progressive devalua- 
tion of the cruzeiro which began with the exchange 
reform of 1953. By 1955, wage adjustments of public 
employees had so increased current expenditure, that 
although federal investment outlays probably did not 
increase in this year, the deficit amounted to approxi- 
mately 8 billion cruzeiros, or over 13 per cent of total 
ordinary revenue. 


Throughout the post-war period the finances of local 
governments have tended to disorganize fiscal policy in 
Brazil. Mainly as a result of the policy of a few of the 
large states, the budgets of these governments have shown 
an annual deficit which in only two years has amounted 
to less than 10 per cent of the total revenue of states 
and municipalities combined.1! Thus, even when the 
Federal Government was following a policy of budget 
economy, the effect was largely or completely offset by 
local government deficits; and deficits suffered by the 
former were reinforced by those of the latter with serious 
inflationary consequences, 


In Argentina and Chile, fiscal deficits in recent years 
have been caused more by the decline in public savings 
than by increases in government investments. In Argen- 
tina, large deficits have been recorded in every post-war 
year. Nevertheless, since 1948, capital outlays have not 
only lagged behind the rise in the gross product but they 
have actually decreased in real terms. But since public 
savings have become more and more negative, not only 
these moderate investments but even a part of current 
expenditure have had to be financed with credit. In this 
respect, it is interesting to compare the evolution of 
public investments with the relative size of fiscal deficits. 
(See again tables 33 and 35.) Capital outlays have really 
increased only twice during the period 1945-53, once in 
1948 and again in 1951. During the first two periods of 
stable investment—1945-47 and 1948-50—the relative im- 
portance of the deficits tended to decline; but after 
1951 no such trend was noticeable, owing to the accel- 
erated growth of current expenditure and the consequent 
decrease in public savings. 


In Chile also, public investment has tended to lag 
behind the growth of the gross product and the rise in 
the price level. Until recently, however, budget deficits 
have been relatively smaller than those of Argentina, and 
in 1948 and 1949 the Chilean Government budget even 
showed moderate surpluses. It is interesting to observe 
that these surpluses were made possible by the restriction 
of public investment during these years. This policy 
coincided with the export recession of 1949, however, 
and in 1950, the Government decided to expand expendi- 
ture considerably, despite a lag in ordinary fiscal re- 
ceipts during this year, in order to compensate the 
effect on the level of economic activity. Since then, with 
the exception of 1952, the state of public finances has 
tended to deteriorate progressively as the rate of inflation 
has gained momentum. 


11 The figure for 1955 is a budget estimate only, and is almost 
certainly too low. 
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IV. THE MECHANISM OF DEFICIT FINANCING 


There are three ways of covering a budget deficit: 
(a) with cash balances accumulated from the surpluses 
of previous fiscal years; (b) by borrowing, or (c) by 
the issue of new money. Except in the case of Venezuela, 
the use of the first method has been limited by the fact 
that deficits have tended to exceed surpluses by a fairly 
wide margin in most of the other Latin American coun- 
tries, so that the other two methods have played the 
most important role. Public borrowing—the kind that 
represents the transfer of real savings from the private 
sector or credits from abroad—depends on the availa- 
bility of loanable funds. Since foreign credits have not 
been available during the post-war period to finance 
general public works or budget deficits, Governments 
(as distinct from semi-autonomous investment institu- 
tions or public enterprises) have had to draw mainly 
upon internal resources to finance their deficits. Securities 
markets in Latin America are not very highly developed 
and their capacity to absorb new public bond issues 
is strictly limited. The banking systems do not usually 
possess large excess reserves, and their purchases of 
long-term bonds are restricted by their stringent invest- 
ment requirements. Since Latin America is a capital- 
shortage area, the price of money is quite high, so that 
private financial institutions do not voluntarily purchase 
more than the minimum of low-interest-bearing securities 
essential for the diversification of their portfolios. Fur- 
thermore, if inflation exists, investors naturally prefer 
stocks with a variable rate return and offering the 
prospect of capital gains, 


The above considerations in themselves are sufficiently 
weighty to demonstrate that only relatively small amounts 
of public bonds are likely to be purchased voluntarily 
by the private sector. But there is the added problem 
that budget balances tend to fluctuate violently in Latin 
American countries, so that the demand for credit on 
the part of Governments is very unevenly distributed 
over the course of time and usually bears no relation 
to the availability of loanable funds. The severity of 
these fluctuations can be appreciated from table 36, where 
fiscal surpluses or deficits are compared with total capital 
expenditures. Although Argentina and Chile are extreme 
cases in which a part even of current expenditure has 
had to be financed by credit at times, in all other coun- 
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tries at least half of total investments have had to 
so financed in some years. 


This situation explains why public authorities hi 
had to show a good deal of ingenuity in finding We 
to promote the sale of public securities, and why, faili 
to cover the full amount of the deficits, they have 
often had to resort to measures which directly or i 
directly result in the issue of money. It is important te 
understand how the mechanism of deficit financing hag) 
operated in Latin America, although no attempt wi 
be made in this study to give an exhaustive descriptio 
for each country. A few salient examples of the differer 
methods will suffice. In general, these methods can bi 
divided into three types: (a) special incentives to ex 
courage the voluntary purchase of public bonds; (5) 
obligatory purchase of securities, and (c) the creation| 
of money. 


It must first be asked what are the features of a 
security that most appeal to the investor. The answer! 
is safety, liquidity and an attractive rate of return, 
Public bonds cannot usually compete with private stocks 
in the latter respect, since there are often legal restric 
tions on the maximum rate of interest that can be paid 
and the burden of public debt servicing must be k 
down to a minimum. However, in Chile it has been s 
gested that adjustable bonds be issued, bearing an int 
est which varies with changes in the cost-of-living ind 
This is a proposal which is of course related to the ques: } 
tion of security against a loss of purchasing power 
a result of inflation. In Brazil, however, some states h 
in recent years been in such need of credit as to hay 
been willing to sell bonds at so large a discount below 
nominal values that the effective rate of return has in 
certain cases amounted to more than 20 per cent, even 
though an existing usury law makes 12 per cent the 
maximum interest rate that can legally be charged. Asid 
from these somewhat exceptional examples, there are 
other methods which have been used more frequently 
to increase the remunerativeness of government bonds, 
such as exemption from taxation or advance payment | 
of interest. 


Normally, however, public authorities must endeavo r 
to make the security and liquidity of bonds so attractive 
that they outweigh the disadvantages of a low fixed 
rate of return. If a country’s currency is unstable or 


i 


Table 36. Latin America: Budget balances as a percentage of ordinary revenue in selected countries y 


Papilges in. hg mE ee 


Brazil 


ne SE ES Me 
Federal States and 
Govern- — munici- 


Years Argentina ment palities Chile Colombia 
TOSS ats syse feiss —111.3 — 42.2 —65.4 
VOSGES ae eit eters —123.2 Agr ABI — 63.5 —52.2 
LOSTIE td kate — 57.3 20.4 648 — 49.0 —34.8 
1948 Sayhsteks. totes — 83.0 ll —45.7 24.2 —52.7 
1949. ce ristesyeeies — 902 —485 —18.6 41.3 —38.5 
LODO scores aerate — 928 -—605 —562 — 584 — 3.2 
LOB csies renee — 88.7 39.6 —20.2 — 29.8 — 7.1 
9b isis Me isteas — 87.0 35.2 —75.3 — 89.1 — 2.9 
OSS ea ws ee eieiere —110.6 —27.4 —521 —126.5 —42.9 
JOS4 vice secre eree sere —19.4 —43.1 —114] —40.5 
LOS Bie re trosvetess —64.3 —17.8 


Costa El 
Mexico Venezuela Honduras Rica Salvador Nicaragua Guatemala 4 
—47.4 —50.0 ate Ae tet ares uM 
5.8 37.9 28.6 Biers wee —34.8 —38.8 — 
—36.1 17.4 —589 —1186 —13.2 —63.5 —65.6 — 
—54.6 — 5.7 24.1 —2496 -—492 W—781 —76.9 
20.9 25. 25.70) 36.1 619.0... 160, nn 
123-0] ILD) 260] ee 060 628 —43.3 — 
315 —10.1 —12.3 204.00 —32.6 1L0 3457 
0.6 1.9 Ae 43 —40.3 18.4  —27.9 
—19.6 27.2 —59.3 5.4 —27.4 96 — 83 
—37.1 sos a. — 0.3 11.4 sae 8 : 


eee eee eee 
eee eee eee eee eee oe 


ource: Official statistics. 
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is a prospect of devaluation, one method of assur- 
securities is to make them payable in a foreign 
ency. The drawback of this method is that if a 
try’s currency is under pressure, it is usually suffer- 
from balance-of-payments difficulties, and the pay- 
t of additional debt services in dollars only ag- 
ates these and deepens distrust in the stability of 
national currency. Where there exists full confidence 
ublic finances, or in the project to be financed, a 
rnment guarantee is often sufficient to assure the 
essful floating of a security, as in the case of the 
nida Bolivar in Venezuela or the Rio Lempa project 
1 Salvador. These are examples of issues made by 
i-autonomous institutions, and it is interesting to 

that in general such issues have been accorded a 
er reception by the public than long-term government 
t bonds. 


f the many methods employed to give liquidity to 
lic securities, the most common are those that make 
freely negotiable or discountable at central banks. 
a number of countries there exist special institutions 
ch buy and sell official bonds in the open market in 
er to regulate their value. If the bond market is very 
Il, however, it usually occurs that the regulating 
ies are themselves the main bondholders, so that in 
t the Government purchases bonds from itself with 
al resources or with bank credit. This is apparently 
case in Ecuador, for example, where there exists a 
Indo de Regulacién de Valores which receives allot- 
ts from the government budget, a part of customs 
jeipts and a share of central bank profits to finance its 
rations. It has been proposed that this institution be 
laced by a Comisién de Valores empowered to issue 
ds in foreign currencies in order to attract private 
ital, which would be devoted entirely to economic 
lopment projects and not to financing general bud- 
t expenditure as at present. In Mexico, the Nacional 
hanciera plays a very important role in regulating the 
urities market, and in this case the institution has not 
rloaded its porfolio with public bonds.’? F urthermore, 
st of the funds of the agency are provided by so- 
led “certificados de participacién”, which have been 
d mainly to the public and represent real private 
vings. 


The high liquidity of government bonds is of course 
potential threat to the solvency of the institutions 
ponsible for their regulation and to the effective im- 
mentation of monetary and fiscal policy. At any mo- 
nt speculative selling may take place precisely when 
Government wishes to reduce the liquidity of the 
onomy or when it requires substantial new credits 
elf. This occurred in Mexico in 1954, when a wave 
selling preceded the devaluation, with the result that 
e Bank of Mexico was obliged to use its own resources 
absorb a very large amount of government securities. 
he money thus placed in circulation was largely re- 
itted abroad and consequently exercised a_ heavy 
essure on the already adverse balance of payments. 


In Brazil, a measure designed to give liquidity to 
iblic bonds resulted in serious financial difficulties for 
e State of Sao Paulo. So-called “bonos rotativos” were 


12[t should be mentioned, however, that the Nacional Finan- 
era has avoided tying up substantial resources in public bonds, 
tly because the Banco de Mexico has been obliged to do so. 


issued which were made valid for the payment of state 
taxes, and when the amount in circulation exceeded 10 
billion cruzeiros, the State found that it was receiving 
80 per cent of its income in bonds, which of course could 
not be used to pay its own employees or defray other 
public expenditure. The Bank of Brazil was forced to 
assume responsibility for most of these bonds and to 
make a voluminous loan to the State to enable it to meet 
its financial obligations. The method of making govern- 
ment bonds eligible to form part of the legal reserves 
of the banking system is really equivalent to the creation 
of money, unless legal reserve ratios are raised by the 
same proportion, in which case the measure will not 
stimulate the voluntary purchase of the bonds. 


The dangers inherent in maintaining the liquidity of 
official securities and the difficulties encountered in 
placing them with the public have led many Governments 
to adopt the alternative of obliging private financial and 
commercial enterprises to purchase them. Such measures 
have taken many forms and have been employed in a 
number of Latin American countries. Perhaps Colombia 
may be considered a good example of a country which 
has resorted to a variety of compulsion techniques. As 
early as 1940, a decree required insurance companies 
to maintain at least 15 per cent of their capital and 
reserves in the form of bonds issued or guaranteed by 
the Republic. Later, a law was passed obliging all enter- 
prises habitually employing more than twenty urban 
workers and with a minimum capital of 50,000 pesos 
to invest 10 per cent of their legal reserves or 2 per cent 
of annual profits in a bond issue, and savings banks and 
insurance companies also had to invest not less than 20 
per cent of their deposits and 10 per cent of their reserves 
in such bonds. More recently, when a special tax was 
imposed on incomes above a certain level, it was provided 
that if taxpayers could show they had purchased shares 
in the Paz del Rio steel plant to the full extent of their 
new tax liability, they would be exempt from discharg- 
ing it. 

In Brazil, the Banco Nacional do Desenvolvimento Eco- 
ndmico has been capitalized almost entirely by obligatory 
loans from the public, which at the end of 1955 amounted 
to over 6 billion cruzeiros. From 1952 to 1956, taxpayers 
whose income exceeds a given sum have been obliged to 
make an additional contribution to the bank, equal to 15 
per cent of their income tax liability, and firms must con- 
tribute 3 per cent of their undistributed profits. In addi- 
tion, the Minister of Finance may make the following 
loans to the development bank compulsory: up to 4 per 
cent of the deposits of the federal savings banks, 25 per 
cent of the reserves of private insurance and investment 
companies, and 3 per cent of the annual receipts of the 
social security organizations. According to the original 
law, at the end of 1956 contributors will begin to re- 
ceive special 5 per cent bonds to the entire extent of their 
loans. These bonds will be fully negotiable and will be 
repaid over a period of twenty years in equal annual 
instalments. If these repayments are financed with the 
real resources and earnings of the development bank, 
then the whole operation will not result in the direct 
creation of new money. 


Social security reserve funds are a wealthy source of 
real savings in many Latin American countries, and sev- 
eral Governments have depended upon them to a great 
extent to absorb the public debt. In Argentina, since 1946, 
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special bonds (obligaciones de previsién social) designed 
for the exclusive purchase of these entities have financed 
the major part of voluminous public deficits. This method 
is not without its limitations, however, for such reserve 
funds represent the real savings of contributors which 
must cover the future payment of social security benefits, 
so that their investment should be refundable over a rea- 
sonable period of time. Furthermore, in Argentina the 
funds have not all been devoted to capital formation but 
have even been used to defray a part of current expendi- 
ture. In Uruguay, where the Government has also de- 
pended principally upon the same source, social security 
institutions were obliged as from 1953 to restrict their 
purchases of official bonds in order to meet larger com- 
mitments arising from new benefits to contributors. 


In spite of measures to enhance the security, liquidity 
and remunerativeness of official bond issues, it is fre- 
quently found that purchases by the public plus cash bal- 
ances do not provide sufficient resources to cover budget 
deficits. Under these circumstances public authorities 
usually resort to credit from the central banks or similar 
institutions, the resources of which are not limited to 
the same extent as those of the private banking system 
because they have access directly or indirectly to new 
money. In some countries central banks are required 
to make advances to Governments in lieu of taxes 
receivable; in Chile such compulsory advances may 
amount to 12 per cent of total budgeted expenditure. 
At the end of each fiscal year, in Chile, these credits 
are consolidated into the “déficit de arrastre” or 
floating debt and the process begins anew. In Brazil, 
the Federal Government borrows from the Banco do 
Brasil, and when the latter requires additional funds, 
it discounts federal securities in its rediscount de- 
partment, which in turn is empowered to request new 
money from the treasury for its rediscount operations. 
Periodically the Government’s debt with the Banco do 
Brasil and the debt of the latter with the national treasury 
are cancelled, so that this type of transaction does not 
even form a part of the floating debt. Since March 1945, 
when the first of such operations was carried out, eleven 
cancellations have been effected—two of them in 1955— 
to a value exceeding 30 billion cruzeiros, or equivalent 
to three-fourths of the recognized federal debt at the 
end of 1954, 


Thus deficit spending financed in this way results al- 
most directly in the issue of new money. The method of 
selling to private banks bonds which can be employed as 
a part of legal reserves or freely rediscounted with the 
central bank, is equally inflationary, for instead of with- 
drawing from circulation means of payment which would 
otherwise have been spent by the private sector, it simply 
increases the financial capacity of the banking system. 
Indeed, the sale of government bonds which can be freely 
discounted or used as reserves permits a secondary ex- 
pansion of bank credit which tends to multiply the infla- 
tionary impact of deficit financing, Furthermore, it gives 
the banking system a potential liquidity which impedes 
the application of monetary and fiscal policy. 


Before the evolution of the public debt in Latin Amer- 
ican countries is analysed, it is worth while to examine 
briefly some of the main causes of uncontrolled deficit 
spending. Aside from broader economic considerations 
connected with sharp fluctuations in fiscal revenue de- 
riving from a decline in exports or other causes, or with 


a sudden expansion of expenditure on account of en 
encies or a contra-cyclical fiscal policy, there are te 
nical reasons related to budget management. First, # 
is a tendency in Latin American countries to 
important government operations from the budg 
to authorize “créditos adicionales” to cover the def 
so incurred. In Uruguay, for example, the ordir 
budget covers only about half of total expenditure, 5 
outlays for road building and upkeep, housing Proje 
exchange subsidies and social security are not includ 
nor are public works financed with bonds or the o 
tions of nationalized entities. This situation preva 
a considerable number of countries in the region, a 
often related to another practice which reduces the fi 
bility of the budget. 


It has become increasingly customary to earmark 
certain proportion of government revenue or the rec 
from particular taxes for specific uses. In Brazil, 
example, over 30 per cent of the Federal Governn 
income and up to 50 per cent of that of some sta 
legally allocated in advance to given projects. Often this 
revenue does not even pass through the budget but f 01 
a part of the income of some semi-autonomous age 
which escapes fiscal control. This system may be a 
venient way of assuring the continuity of certain proje 
but it reduces the amount of resources freely availa 
the public authorities for adjustment to changes in bud 
requirements, 


The third technical factor which makes budget con 
more difficult is the exeessive decentralization of 
public sector. In Ecuador, for example, not more than 
per cent of total fiscal income accrues to the central 
ernment, autonomous institutions in this case recei 
a similar or even greater proportion. An analogous si 
tion exists in many other countries, although mostly 
a smaller scale; in Brazil, however, if autonomous ¢ 
semi-autonomous entities are taken into account, 
federal budget includes only about a third of total publ 
sector revenue.’ In such cases, there is usually a lack 
co-ordination in public finance, and different entities 
tually find themselves competing with one another 
income and credit. Failing to cover their operations 
their own resources, these entities often fall back on 
central government for assistance. Thus, for all these r 
sons, the authorities responsible for drawing up pub 
budgets are severely handicapped in their task of try 
to adjust total eventual expenditure to estimated fiscal : 
revenue. a 
, 
ii | 

| 

Because of the difference in the nature of the internal | 
and external public debt in most Latin American coun 
tries, the two types of debt must be analysed separately. | 
The internal debt generally includes outstanding bond 
treasury bills and miscellaneous short-term government | 
obligations, and, in some cases, securities guaranteed by 
the Government. These liabilities are in most instances 
the result of recorded budget operations. The external 
debt, on the other hand, includes credits extended to 
semi-autonomous agencies and public enterprises, and in 
some countries liabilities connected with alae 
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13 Tt should be noted that these percentages are different from 
those appearing in table 1 of chapter I, owing to the inclusion ~ 
here of autonomous official institutions, 


apter III. Public savings and deficit financing 


ments deficits are of major importance, Thus, there is 
direct connexion between budget balances and changes 
the external debt. In any analysis of the inflationary 
lications of the public debt it is also necessary to con- 
er the two types separately, because foreign loans, far 
m disturbing the relationship between means of pay- 
pnt and available goods and services, inject into the 


pomy real resources equal to the amount of the 
S. 


l. THE INTERNAL DEBT 


Ss was noted in the section on public expenditure, the 
ative importance of debt services has tended to decline 
most countries during the post-war period. It will also 
seen below that the outstanding internal debt does not 
general represent an exaggerated proportion of total 
rrent budgets. These facts may seem surprising in view 
the large-scale deficit financing which has been prac- 
ed in many countries, but they are explained by three 
incipal contributory causes. First, in the absence of a 
ll-developed securities market, the outstanding debt is 
Id rather closely by official financial institutions which 
ceive only nominal rates of interest, if indeed they are 
mpensated at all. Secondly, in those countries where 
ficit spending has been most prevalent, inflation has 
ually been more severe, with the result that the relative 
ue of the debt tends to diminish rapidly with the rise 
prices. And thirdly, that part of budget deficits cov- 
ed by the issue of new money or included in the float- 
g debt does not usually require service payments. 
Before an analysis by countries is undertaken, it is 
rth while to consider for a moment some of the gen- 
al problems of debt management which are common to 
any republics. Even in countries where the change in 
e price level has been moderate, bond issues exist with 
ilar repayment periods but with widely different rates 
interest and provisions for tax exemption, even though 
ie bondholders are the same. In addition, short-term 
sbt to banks or to enterprises which execute public 
orks escapes careful fiscal control in some countries and 
counts for a disproportionate part of total service pay- 
ents. The payment of extremely low interest rates, on 
e other hand, while appropriate for debt issues sold to 
ficial institutions, tends to discourage voluntary pur- 
yases on the part of the public. 


The consolidated public debt of Argentina amounted 
. approximately 47 billion pesos towards the end of 
55. More than three-fourths of this sum represents 
mds sold to the social security institutes, and most of 
e remainder is held by official financial institutions. 
his is not a small sum when compared with the total 
rent budget of about 30 billion, and the official con- 
lidated debt does not include liabilities to the banking 
stem which amount to another 28 billion pesos. In this 
tter sum are included the deficit from the operations of 
e Instituto Argentino de Promocién del Intercambio 
[API), principally on the purchase and sale of agri- 
tural products; the deficit of the public transport sys- 
m; and, finally, mortgage loans. This floating debt has 
en responsible for almost all the inflationary impact of 


14 The repayment of a large external debt can of course prove 
ite inflationary. In the case of Brazil, for example, current ex- 
rnal debt servicing absorbs a considerable part of the country’s 
pacity to import. This fact in itself significantly reduces the 
ntribution of imports to the availability of goods and services. 
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public sector finances, for it has not represented a trans- 
fer of the real savings of the economy such as takes place 
in the case of the utilization of social security contribu- 
tions. In spite of the considerable expansion of the public 
debt in recent years, it is interesting to note that owing 
to inflation, current liabilities represent a smaller share 
of the total budget than ten years ago. However, it 
should be recalled that at that time an organized market 
for public securities existed, and mortgage operations 
were financed by the real savings of the community 
through the so-called “cédula hipotecaria”. 


At the end of 1954, the total floating and funded debt 
of the Brazilian Federal Government and local govern- 
ments was estimated at 108 billion cruzeiros, which was 
about equal to total budgeted expenditure for 1955. This 
sum, however, excludes the loans obtained from the 
Banco do Brasil and later cancelled, and it also omits the 
outstanding debt of semi-autonomous agencies. The most 
interesting aspects of the Brazilian debt are its distribu- 
tion, its recent growth, and the relatively small size of 
the funded as compared with the floating debt. Of the 
total debt, 40 billion cruzeiros corresponds to the Fed- 
eral Government, 40 billion to the State of Sao Paulo 
and the remainder to the rest of the local governments. 
The large share incumbent on the State of Sao Paulo is 
the result of the heavy deficits which this government has 
incurred, and which account for most of the deficit financ- 
ing recorded for Brazilian local governments during 
the post-war period. Half the debt of this State is com- 
posed of “restos a pagar”, or payments pending for the 
purchase of goods and services, and “bonos rotativos”, 
which are in the process of liquidation. The funded debt 
of the state amounts to only 7 billion cruzeiros, The debt 
of the Federal Government is distributed in a similar 
way. The funded debt amounts to 10 billion cruzeiros and 
has not changed significantly for many years; the prin- 
cipal items in the floating debt are the liabilities to the 
Banco do Brasil (which will probably be cancelled in 
the customary fashion), payments pending, and back con- 
tributions owed to the social security system. 


The expansion of the floating debt has accounted for 
most of the recent growth of outstanding public liabilities 
in Brazil. This debt increased by 100 per cent between 
1951 and 1954, while the funded debt rose by scarcely 
15 per cent. A considerable proportion of the increase 
in the floating debt has resulted directly in issues of new 
currency through the Bank of Brazil, and the inflationary 
consequences have undoubtedly been enormous. Since 
1953, a compensatory item has been the depositing with 
the Banco do Brasil of the earnings of the Federal Gov- 
ernment on foreign exchange transactions, but a large 
part of this money has been used to finance purchases of 
coffee stocks and credits to agriculture. Projects for the 
refunding of the public debt have been under considera- 
tion in the Brazilian Congress for several years, but the 
immediate problem is to bring government budgets into 
better balance.'® 


The evolution of the internal public debt of Chile gives 
a vivid picture of the impact of hyper-inflation on public 
finances. The process has been a vicious circle, because 
since 1950 deficit financing has itself become increasingly 
inflationary, as the following estimates in billions of cur- 
rent pesos demonstrate: 


15 A federal deficit of 15 billion cruzeiros is forecast for 1956. 
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Methods of financing the deficits 
pile! Revaluation Presumed 
previous Inciden- of foreign increase 
Budget fiscal tal re- exchange Bond in float- 
deficits years ceipts reserves issues ing debt 
NOS Ores 2.5 1.0 0.3 — 0.9 0.3 
JOST es aes 2.0 -- 0.1 — 0.6 ih} 
LO52.e svete es 8.4 — 0.5 — 1.0 6.9 
LOSS aerieet 13.0 — 0.6 2.8 1.0 8.6 
1954 cares 18.6 — ake asks Oe 


The budget deficit of 1951 was somewhat smaller than 
that of the previous year, but its financing was more in- 
flationary because part of the 1950 deficit had been cov- 
ered by cash balances accumulated from the 1948-49 sur- 
pluses. The deficits of the Government have increased 
progressively since 1951, much faster than the rise in 
prices, and the negative balance for 1955 was estimated 
privately to have amounted to about 38 billion pesos.’® 
Most of these deficits have been covered by increases in 
the floating debt which represent mainly the issue of new 
currency and which reached an estimated 28 billion pesos 
by the end of 1954. The money accruing from the de- 
valuation of gold and foreign exchange reserves in 1953 
was also completely inflationary and probably resulted in 
a secondary expansion of bank credit. Public bond issues 
are mainly held by official financial institutions, and the 
total amount in circulation at the end of 1954 was 19 
billion pesos for the direct debt and 4 billion for that of 
decentralized organizations. By themselves, these obli- 
gations represented only a third of budget expenditure 


in 1954, 


The internal national debt of Colombia has more than 
doubled between 1953 and 1955, reaching a figure of al- 
most 900 million pesos as compared with a total expendi- 
ture of approximately 1,200 million in 1954. The direct 
cause of such an increase was the series of large budget 
deficits during the years in question. This change con- 
trasts with the relative stability of the debt between 1948 
and 1953. No information is available on the depart- 
mental and municipal debt, which was equal to half the 
national debt in 1953, but probably it too has increased 
significantly in recent years. If the distribution of the 
debt has not changed basically since 1953, when a de- 
tailed study was carried out, it is still held mainly by 
official institutions. Almost all national bonds have been 
sold by means of agreements with the Central Bank and 
the stabilization fund, which together held 55 per cent 
of the long-term debt in 1953, or by means of compulsory 
subscriptions on the part of commercial banks, insurance 
companies and savings banks, which in the same year 
held about 30 per cent of the long-term bonds. 


In Mexico, the proportion of the internal bonded debt 
of the Federal Government held by official credit insti- 
tutions is even larger than in Colombia. At the end of 
1954, of the total debt in circulation, amounting to a 
little under 3 billion pesos, such institutions held over 2.3 
billions, most of which sum was in the possession of the 
Bank of Mexico. To a certain extent this concentration 
of the debt in a single institution was due to the peculiar 
situation prevailing in 1954, when the bank was obliged 
not only to purchase the new flotation of 600 million 
pesos, but also to absorb a part of the bonds already in 


16 The Minister of Finance—before the recent financial reform— 
predicted a deficit of 60 billion pesos for 1956. 
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circulation which were offered for sale during the liqui 
ity crisis preceding the devaluation. The debt of the sta 
and local governments and decentralized agencies is mu¢ 
more broadly distributed, more than half having bee 
held outside public and private credit institutions at th 
end of 1953. In 1954 there was also a tendency on the pai 
of the private sector—especially noticeable in the case a 
individuals—to disinvest in these securities, but it is likeh 
that this trend was reversed in 1955. The largest increas 
in the public debt were registered in two phases during th 
post-war years, from 1945 to 1948 and again from 195 
to 1954. In the intermediate period, the Federal Govern 
ment amortized most of its own floating debt in the Banco 
de México, and deficit financing by the public sector wa 
limited mainly to short-term credits obtained by decen: 
tralized organizations. Again in 1955, even though there | 
may not have been a contraction in the outstanding deb 
the expansion was at least much smaller than during th 
previous year. 


The internal public debt of Venezuela is insignificant, _ 
amounting to 45 million bolivares or 1.78 per cent of | 
fiscal income in 1953. However, there exists an indirect 
public debt composed of government-guaranteed obliga-— 
tions issued by autonomous institutions and other public — 
entities, which at the end of 1953 amounted to 260 mil — 
lion bolivares, or about 10 per cent of government reve. | 
nue. There is also a debt consisting of short-term credits 
obtained by the public sector and especially by certain 
autonomous institutions, from private contractors and en- ; 
terprises. In any event, public debt operations in Vene- | 
zuela have played a very minor role in government 
finances, and surpluses and deficits have been related 
principally to changes in the treasury’s cash balances. 


The internal public debt of Peru is relatively more im- 
portant than that of Venezuela, amounting at the end of 
1955 to 1,640 million soles or about 60 per cent of gov-— 
ernment expenditure. However, this proportion has de- 
clined markedly over the last ten years, for during the 
period 1945-55 the debt rose by only 70 per cent while 
the fiscal budget increased fivefold. Most of the increase 
in the debt took place between 1951 and 1953, during 
which years it must have exerted a certain amount of in- 
flationary pressure owing to the manner in which it was 
financed. Deficit financing in Peru is carried out princi- 
pally by increasing the floating and short-term debt, 
which in recent years has been composed mainly of ad- 
vances from the Central Bank on tax receipts, and is 
consolidated periodically into long-term obligations. This 
system is responsible for the fact that about two-thirds 
of Central Bank credit is tied up in government loans. 
Since 1953, however, the increase in the public debt has 
been more moderate. , 


a F 


Ecuador’s public debt has also shown a tendency to 
expand more rapidly in recent years, although at the 
end of 1954 it still represented only about 25 per cent 
of central government revenue. The increase in the debt 
has mainly resulted from the substantial rise in public 
investment since 1950, a fact which partly accounts for 
the larger proportion of the outstanding debt that now 
corresponds to autonomous investment institutions, Also 
bonds issued to finance the Fondo de Regulacién de 
Valores have contributed significantly to this rise; such 
bonds represented about 30 per cent of the outstanding 
debt at the end of 1954, The phenomenon is evidence of 
the great concentration of government obligations in the 
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ds of public financial institutions, which is due mainly 
e undeveloped state of the securities market in Ecua- 
This deficiency, it should be noted, is not attribut- 
to monetary instability or to the lack of scrupulous 


icing of the public debt, but is mainly a problem of 
anization, 


2. THE EXTERNAL DEBT 


fter a long period during which Latin America’s ex- 
al debt remained almost stable (from the time of the 
aults of the early 1930’s to the end of the war), as 
m 1945 foreign loans to Governments and official en- 
s again became available. The flow of foreign capital 
Latin American Governments and official entities 
Hed to increase progressively in volume during the 
ade 1945-55, so that, particularly in recent years and 
pecific countries, it has made a highly significant con- 
ution to public sector financing. It is unfortunately 
y difficult to assess the increase in the region’s external 
lic debt during this period, owing to the inadequacy 

lack of comparability of the information available 
to the considerable scaling-down of old debt obliga- 
is. However, as a rough indication, perhaps a figure 
2.5 billion dollars is not far out of line.!? Although this 
ital has been very unevenly distributed in certain coun- 
ss, as, for instance, Mexico, it has played a very 
portant role in public finance. 


rom 1945 to 1951, almost one-third of the cumulative 
blic deficit of Mexico was financed from abroad. (See 
le 37.) In spite of indemnity payments connected with 


ble 37. Mexico: Financing the deficit of the public 


sector 
(Millions of pesos) 


1945-48 1949-51 1945-51 

nestic resources 987 412 1,449 
eign resources: 

xternal debt ..... 321 372 693 

Manations ........ 715 376 451 

ndemnity payments. —172 —260 —432 

SUB-TOTAL 224 488 (ave 

MULE CTL ss less 13211 950 2,161 


Source: International Bank/Mexican Government: The Eco- 
mic Development of Mexico, op. cit., 1953. 


» petroleum and agrarian expropriations of the 1930’s, 
al net foreign financing was greater than the increase 
the external debt, as a result of substantial donations 
ym abroad, especially those made by the United States 
vernment for the eradication of foot-and-mouth dis- 
se. _It can also be seen from the table that during the 
ars 1949-51, foreign funds were even more important 
an domestic resources in deficit financing. This re- 
wrkable fact can be explained by the origin of the deficit 
ring the period. It arose mainly from the transactions 
the decentralized organizations and state enterprises 


17 This figure refers to the increase in the new short- and long- 
m public debt (credits minus repayments) . It includes funds 
- general balance-of-payments purposes, since without them 
re would have been a greater disinvestment in monetary re- 
ves and/or a reduction in net foreign investment (the excess 
imports over exports of goods and services). 
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included in the public sector of Mexico.!8 These entities 
accounted for 900 million pesos of the cumulative deficit 
during these years, while the Federal Government enjoyed 
a small surplus. It is precisely this type of official entity 
which has consistently received most of the new foreign 
capital available to the public sector, not only in Mexico 
but also in most other Latin American countries. 


The fact that decentralized official agencies (mainly 
financial and development banks or corporations) and 
public enterprises have been the principal recipients of 
foreign loans extended to the public sector in Latin 
America, makes it difficult to carry out for other countries 
an analysis similar to that undertaken for Mexico, be- 
cause public sector statistics in this study have been re- 
stricted to cover exclusively government operations. Thus, 
the transactions of semi-autonomous organizations are in- 
cluded only to the extent of the government transfer pay- 
ments (subsidies and capital contributions) received. 
Changes in the external debt therefore cannot be related 
directly to recorded budget deficits, or even to public 
investment. 


Nevertheless, it can be presumed that if this capital 
had not been available, then (a) government subsidies 
or capital contributions—and consequently government 
deficits—would have had to be much greater, or (b) the 
investments of these entities would have had to be re- 
duced, or (c) it would have been necessary to replace 
these funds with domestic resources. Of these alterna- 
tives, however, neither (a) nor (c) would have helped 
to alleviate the foreign exchange problem; this is the 
angle that deserves the most attention, for the importance 
of the post-war growth of the external debt is related not 
so much to its contribution to global deficit financing as 
to the relief of the pressure on the balance of payments 
arising from public investments and other expenditure 
which absorb foreign exchange. Indeed, a very large 
part of the recent increase in the external public debt of 
Brazil and almost all of it in the case of Argentina had 
no direct bearing on public finances at ali, but was in- 
tended to reduce the pressure of the adverse balance of 
payments on the general level of economic activity in 
these countries. Since the maintenance of employment 
and economic activity is a generally accepted goal of 
fiscal policy, this is an aspect which falls definitely within 
the scope of the present study. 


In view of the fact that, as has been pointed out, the 
increase in Latin America’s external public debt has 
been very unevenly distributed, it is necessary to analyse 
trends not on a global basis but country by country. Of 
the approximate increase of 2.5 billion dollars in the 
outstanding debt, about three-fifths or 1.5 billion was 
accounted for by Brazil alone, 0.5 billion by Argentina, 
something over 0.2 billion by Mexico, and the remainder 
—0.3 billion— by the rest of the countries of Latin 


America. 


Most of the increment in Brazil’s external debt resulted 
from the voluminous balance-of-payments deficits of 
1951-52 and 1954. Of the total outstanding external debt 


18 Ferrecarriles Nacionales de México, Petroleos Mexicanos, 
Comision Federal de Electricidad, Nueva Compania _Eléctrica 
Chapala, Guanos y Fertilizantes, Banco Nacional Hipotecario 
Urbano y de Obras Ptblicas, Comision México Americana para 
la Eradicacién de la Fiebre Aftosa, etc. Not all the operations of 
these entities are included in the public sector, but only that part 
of investment expenditure not financed with their own resources 


or with public funds. 
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of 2.1 billion dollars at the end of 1955, approximately 
1.2 billion can be traced directly to these balance-of- 
payments difficulties. Of this amount, about half is of a 
short-term nature, comprising principally liabilities aris- 
ing from the advance sale of exchange to importers; the 
other half represents an originally short-term debt that 
has been consolidated into medium-term obligations, most 
of which are payable over a period of only five years. 
Of the long-term debt amounting to about 900 million 
dollars, half is accounted for by economic development 
credits and the other half by the old bonded debt. The 
importance of the role of the external debt in Brazil’s 
balance of payments can be gauged from the fact that 
the post-war rise in the debt is equivalent to the total 
current capacity to import for one year. 


As in the case of Brazil, the growth of the external 
debt in Argentina is of recent origin and has sprung 
mainly from balance-of-payments diffculties. Of the 750 
million dollars estimated as the total outstanding debt 
at the end of 1955, 700 million constitute debts of a 
short-term or medium-term nature and reflect mainly de- 
ferred payments on imports and bilateral payments agree- 
ments liabilities. Although only 500 million dollars of 
Latin America’s increased post-war indebtedness were at- 
tributed to Argentina, in reality the whole outstanding 
debt is of recent origin, since the country’s external obli- 
gations at the end of the war—amounting to 300 million 
dollars—were practically all redeemed by 1947. Further- 
more, in 1949, defaults on external payments caused the 
normal sources of commercial credit to be cut off, and 
since then the Central Bank has been obliged to tie up 
about 150 million dollars of its reserves in prepayments 
on imports. The recent increase in the external debt (a 
part of which has, of course, been involuntary) is 
equivalent to over one-half of Argentina’s current ca- 
pacity to import. 


For the rest of the countries of Latin America, the 
increment in the external debt has not been of such im- 
portance to the over-all balance of payments, although 
the cases of Mexico, Colombia and Chile deserve special 
mention. The contribution of external financing in Mexico 
has already been analysed, and it was seen that the net 
capital inflow was sizeable, despite the considerable pay- 
ments made on account of indemnities and the redemp- 
tion of the old debt. The post-war net increase in Colom- 
bia’s long-term public debt—most of which has been 
contracted during the last five years for specific develop- 
ment projects—approaches 100 million dollars. In addi- 
tion to this capital, as from 1954 short-term balance-of- 
payments obligations have been incurred to supplement 
the capacity to import. At the end of 1955, liabilities to 
the United States commercial banks and the International 
Monetary Fund stood some 100 million dollars above the 
level of early 1954. The commercial arrears of Chile have 
also been considerable of late, and the post-war rise in 
the long-term external debt has been approximately equal 
to that registered in Colombia, but in Chile’s case is of 
much greater significance for the balance of payments, 
in view of the relative stagnation of the country’s ca- 
pacity to import. The rest of the foreign capital received 
by the public sector in Latin America has been spread 
rather thinly, although in Ecuador it has also been rela- 
tively important. 


Certain over-all trends are evident from the above 
analysis. During the post-war period the increase in the 
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external debt has in general been more closely associ 
than in the past with foreign exchange problems. os 
of the old debt represented bonds sold to private ix 
viduals or banks in the New York and London marke 
to cover the cost of general public works or even 
balance government budgets. Since the end of the we 
most development loans have been designed to coy 
only the foreign exchange cost of carefully-selected sp 
cific projects; and balance-of-payments credits have 
extended to consolidate short-term commercial arrears 
which accumulated in consequence of a shortage of fe 
eign exchange. Most of the new credits have been receive 
from the United States Government (principally the 
Export-Import Bank) and the International Bank; the 
relative importance of these creditors in the region’s tot 
outstanding debt rose from about 12 and 0 per cent ; 
the end of the war to approximately 30 and 20 per cent 
in 1955, respectively. ; 


(a) The burden of external debt servicing 


The loan terms offered by Latin America’s creditors 
differ widely. For example, the International Bank m 
pay between 3 and 3.5 per cent on its own long-ten 
bonds, so that after adding its commission, it charge 
between 3.5 and 5 per cent on development loans. 
Export-Import Bank, in pursuit of its policy of not un 
cutting extant market rates, charges approximately 
same interest. These rates contrast with an average 
fective rate of only 2 per cent for Latin America’s 
dollar bonds. Private credits, of course, carry high 
rates and, as a rule, shorter repayment terms. Perhaps 
a typical pattern of service charges and terms is mani 
in the external debt of Colombia, where a detailed stud 
was carried out on balances outstanding at the end of 


1952. (See table 38.) 


Table 38. Colombia: Financial characteristics of the 
external debt 


(Weighted averages based on the original amount of 
the actual debt) 


Repayment 


Interest rate 
Credit institutions (percentage) terms (years) 
Expott-import) Bankaaeem een ence aes 3.81 14.5 fi 
Internationals Bank Mon,. sees oe eee ee 4.28 18.6 
Brivatégbanksg as ncicnclcaes eee Sasi 6.1 @ 
Private non-banking firms........... 4.89 10.8 
TOTAL, EXCLUDING OLD BONDED DEBT 4.48 13.4 : 
TOTAL, INCLUDING OLD BONDED DEBT 4.00 18.2 @ 


t 
Source: Direccién Nacional de Planeacién Econémica y Fiscal 
Informe sobre la Deuda Piiblica Externa, 1954. 


a 

Table 38 reveals the wide range of loan terms of dif 
ferent lending institutions and the less favourable fina 
cial characteristics of new debt as compared with old deb 
These conditions imply that by paying close attention to 
the problem of scheduling service charges in order to 
avoid the bunching of payments on short- and medium: 
term debt, governments can reduce the danger that 
balance-of-payments difficulties may arise should col 


import, The same objective can be achieved through 
balanced distribution of the debt by currencies in the 
case of those countries which receive payment for a 1 


able part of their exports in inconvertible moneys. 
hermore, unless a loan is expected to earn or save 
tly enough exchange to pay service charges, the debt 
en should be related to the prospective growth of the 
city to import. These points are mentioned to em- 
ize the advantages of greater centralization of the 
r to contract external debt. Although some progress 
s direction has been made recently in Latin Amer- 
‘In many countries official institutions or semi- 


Outstanding debt 
as a percentage 
of the capacity 

Country to import 1956 1958 


in 1954. 


4 Refers to amortization payments only. 
b Medium-term and long-term debt only. 
¢ Excluding short-term commercial indebtedness. 


he external debt of Brazil is unique of its kind for 
jrelative size, medium- and long-term liabilities being 
proximately equal to the total current capacity to im- 
. If short-term exchange liabilities are included, the 
t is equal to 140 per cent of the payments capacity. 
ortization payments begin in 1956 by absorbing 11 
cent of the capacity to import and will rise by 1960 
peak of 17 per cent. A similar increase can be noted 
he rate of return, which is scheduled to exceed one- 
d of the remaining outstanding debt by 1960. Fur- 
more, the currency distribution of the service charges 
xtremely unsatisfactory. Sterling payments scheduled 
1958 are approximately equivalent to total Brazilian 
orts to the United Kingdom, while in 1960 dollar 
ments will account for about 85 per cent of total 
ice charges and will equal about one-third of the 
ntry’s current export proceeds in convertible curren- 
» An added drawback is that these payments must be 
de at the official rate of exchange, or in other words 
t the Central Bank must carry a loss equal to the dif- 
nce between the official rate and the average rate 
which it purchases exchange (at present about 18 and 
cruzeiros to the dollar, respectively). 


[The immediate service burden of Argentina’s debt is 
ce that of Brazil, largely because most of it is com- 
sed of short-term obligations which have not been con- 
idated into longer-term debt. Given the country’s 
ance-of-payments situation, the service payments 
edule for 1956 create a serious problem. However, 
ce the relation of the total debt to the capacity to 


Service charges asa percentage 
of the capacity to import 
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autonomous bodies can still make foreign purchases on 
credit without having to obtain higher authorization, and 
m countries where central banks or similar institutions 
assume responsibility for the financing of balance-of- 
payments deficits, more care might well be taken to 
avoid jeopardizing the future capacity to import. Table 
39 shows the position of selected Latin American coun- 


tries with respect to the projected burden of external 
debt servicing. 


Table 39. Latin America: External debt servicing in selected countries 


i eeeeeeeeSSSSSSSSSSSeeSFSFSFsmsksesesese 


Service charges as a percentage 
of the outstanding debt at 
the beginning of each year 


1960 1956 1958 1960 
Brazilab ..... 100 11 14 
Ghilecwrrss 2 100 12 8 zi a 4 is 
Argentina? .. 65 22 12 Aor 34 45 
leas ee 60 fi 6 6 12 16) 14 
Ecuador 55 t a 5 13 16 16 
Mexico ..... 55 a 5 5 15 14 16 
Paraguay .... 55 6 8 6 13 20 2 
Uruguay .... 45 4 4 3 9 10 11 
Colombiae ... 40 6 5 4 16 16 16 
El Salvador .. 20 2 2 1 10 12 12 
Nicaragua ... 20 7 2 2 34 23 31 


Sources: Outstanding debt and services: Information supplied by the IBRD, except for Argentina and Brazil, where 
data from official sources were employed. Capacity to import: Official balance-of-payments figures, the average for the 
years 1953-54. For Colombia and Brazil, 1953 figures were used to avoid the abnormal influence of the coffee situation 


Note: The debt to the Export-Import Bank and the IBRD includes loans both disbursed and authorized. 


import is not disproportionate, the Government has an- 
nounced its intention to re-negotiate the debt with a view 
to spacing out the payments more conveniently. The most 
serious aspect of the problem is that the country, which 
now requires sizeable foreign development loans, finds 
its capacity to absorb new debt seriously restricted by 
past commitments which perhaps contributed very little 
to capital formation. 


The external debt position of Chile is quite different 
from that of Brazil and Argentina. Although the debt is 
relatively large compared with the capacity to import, 
scheduled service charges are relatively light. This can 
be explained by the fact that more than half of Chile’s 
indebtedness is in old bonds, and that payments on the 
rest of the debt are well spaced out. It is interesting to 
note that half of the current outstanding liabilities will 
not to be redeemed until 1965, and that between 1960 and 
1970, total service charges remain at an almost constant 
absolute level of some 15 million dollars a year. In spite 
of the satisfactory timing of debt repayments, however, 
Chile’s capacity to absorb new loans will be limited, 
unless the capacity to import grows more intensively. 


Although in other countries of the region the relation 
of outstanding debt to the capacity to import varies con- 
siderably, the burden of service charges displays a rather 
similar pattern. In both Colombia and Nicaragua, how- 
ever, the burden seems to be somewhat heavier than is 
justified by the size of the debt. This discrepancy is ex- 
plained by the bunching of service charges on short-term 
and medium-term obligations in the near future. In Co- 
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lombia, a third of the external debt comes up for redemp- 
tion during the three years 1956-58; in Nicaragua, over 
two-thirds of the debt must be liquidated during this 
period, owing to the unusual magnitude of privately- 
placed medium-term liabilities, which at the end of 1954 
accounted for almost 40 per cent of the country’s out- 
standing external debt. In Ecuador and Paraguay, a 
similar situation is responsible for the relatively heavy 


payments scheduled for 1958. 
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In general, it can be concluded that most Latin Aj 
ican countries are in a position to finance a la 
ternal public debt. It is clear from table 39, howe 
that if lending institutions and loan terms are not se 
with care to avoid a very uneven spacing of 
charges, an unplanned debt expansion may lead not ¢ 
to balance-of-payments difficulties but perhaps to 
faults, which might endanger the defaulting count 
chances of obtaining future foreign loans. 


. FISCAL ASPECTS OF EXCHANGE POLICY 


principle, exchange policy does not envisage objec- 
of a fiscal character and in any case such aims are 
y stated officially. Nevertheless, there have been 
r repercussions of this kind since the adoption of 
ange controls and it is clear that fiscal considerations 
not only contributed to the permanency of controls 
ave also inspired the reform of such systems. 


early feature of the official control of exchange 
ets and of the establishment of multiple exchange 
was that the State gained a source of revenue which, 
out falling specifically into any of the traditional 
igories, clearly had the character of a tax. 


e purchase and sale of foreign exchange at differ- 
1 rates, the profits derived from these operations and 
expenditure of such revenue by the State, are all in 
nature of a transfer of income from one sector to 
her. But, despite the apparent simplicity of the 
hanism, it is not always easy to establish which sec- 
have suffered and which have obtained an advantage, 
he size of the burden or benefit. The purchase by 
|State of the foreign exchange earned by the exporter 
represent either a surcharge or a subsidy on export 
vities, according to the purchase price. The same is 
_for imports. If the sales price for foreign exchange 
igh, this in principle constitutes a tax on imports or 
e consumption of the goods concerned; a low price 
Id imply a subsidy for consumption. 


ince it is the fiscal aspect of exchange policy that is 
ge discussed here, the analysis must be made in terms 
he actual income obtained by the State from the ex- 
ge system, of the use of this revenue and of the 
harge or subsidy affecting the different categories of 
orts or exports, with due regard to their relative posi- 
as regards the differential treatment they receive in 
purchase and sale of foreign currencies. Other consid- 
tions are discussed only in the case of Chile and with 
aim of posing a problem worthy of more detailed 
arch. 


xchange policy is also linked with public finance 
n differential exchange rates, in so far as they are 
.oncealed form of taxation, replace regular taxes. An 
vious example is that of the exchange surcharge ap- 
ed to imports for purposes of protection and which 
ner operates in conjunction with customs duties or is 
stituted for them. This device of economic policy may 
ginate in a tariff which is too low or whose institu- 
nal rigidity is due to trade agreements or legislation 
ich cannot easily be modified; again, it may arise from 
greater adaptability of an exchange surcharge to 
inging circumstances or simply from practical motives 
nected with the system of tax collection. 


Another interesting case is that of taxation which re- 
is directly from modifications of the exchange rate or 
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Chapter IV 
EXCHANGE POLICY AS A FISCAL INSTRUMENT 


from certain effects of the rate already in force. For 
example, at times monetary devaluation has been accom- 
panied by the taxation of exports, in order to obtain as 
revenue some of the benefits which would otherwise be 
transmitted exclusively to the export sector; on other oc- 
casions, a similar tax for the same purpose has been ap- 
plied when the profits are due to higher world prices and 
to prevailing exchange rates which were pegged when 
market conditions were different. 


From a broader standpoint, exchange policy is linked 
with public finance by the varied repercussions of the 
former upon internal economic activity, the possible 
harmful effects of which must at times be offset by a 
well-balanced fiscal policy. For instance, austerity and 
financial discipline are usually indispensable when the 
inflationary effects of a devaluation of exchange rates are 
to be offset or reduced. 


Although the Latin American economies have common 
features, differences exist which occasion the adoption of 
diverse exchange policies. The last ten years have been 
rich in such examples. 


The instruments employed are those already familiar, 
namely, exchange rates which begin as differential rates 
for purchase and for sale and then split into still others 
for the individual categories of exports and imports. 
Each country or group of countries applies different 
treatment to the same or similar categories. A variety 
of criteria determine these distinctions, but almost all 
of them are related to the nature of basic exports and 
the proportion of aggregate exports they represent, to the 
relative productivity of export activities and their con- 
tribution to national income, and to the characteristics 
of the world market where they are sold. These criteria 
are obviously related to the balance-of-payments situa- 
tion, to the existence or absence of inflation and to the 
general direction of economic policy. Even so, the objec- 
tives are similar in almost every case; maintenance of 
equilibrium in the balance of payments; selective restric- 
tion of imports; higher exports; development of sec- 
ondary exports; increased investment; and preservation 
of consumption levels. 


II. ANALYSIS BY COUNTRIES 


Despite the common objectives noted above, and even 
where two or more countries can be united in a single 
group because of the similar nature of their exports, the 
problems involved are not always identical and as a re- 
sult both exchange policy and fiscal effects differ. It is 
thus pertinent to make a special analysis of these prob- 
lems in four countries where the exchange systems may 
be considered as representative, before briefly outlining 
the main features in the other countries as a whole. 
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Chile’s exchange system is one of the most complex and 
has the most important fiscal repercussions. Since long 
before 1945, it has been characterized by the existence 
of multiple and overvaluated rates, as well as by the ap- 
plication of more or less broad controls on imports and 
exports. But the outstanding feature of the system is the 
role played by the taxation of the large copper mining 
companies.! 


Copper exports carry almost the entire weight of the 
monetary overvaluation. On the import side, the benefits 
of overvaluation have been concentrated, in the form of 
subsidies, on a few commodities which were the most 
essential or had most effect upon the cost of living. 


This transfer of income is based on the very special 
characteristics of the copper industry in Chile. Produc- 
tivity is much higher than that of other sectors and min- 
ing is carried out by three large foreign companies, which 
employ less than one per cent of the active population 
but produce about 8 per cent of Chile’s gross income. 
This is why tax proceeds accruing from copper constitute 
a large share of fiscal revenue and why the proportion 
of copper income falling to Chile has grown from 30 per 
cent in 1929 to 70-80 per cent in recent years. The ex- 
change subsidies established in 1932 have come to rep- 
resent one of the major items in transfers and in public 
expenditure, as may be seen in chapter II. 


The taxes levied on large mining companies may be 
classified in four categories: income tax; customs duties; 
taxes on sales or surtax; and the so-called implicit tax 
on production costs. The first three categories are col- 
lected in dollars which the Government converts into 
Chilean pesos at a specific rate of exchange; for many 
years this was pegged at 31 pesos to the dollar and rep- 
resented the official par value. After devaluation in 1953, 
the rate became 110 pesos to the dollar. 


The implicit tax on production costs represents the 
difference between the exchange rate at which the Gov- 
ernment purchases the dollars which the copper com- 
panies must sell to cover expenses payable in Chilean 
currency, and the rate at which the Government sells the 
dollars. Between 1935 and 1951, the purchase rate stood 
at 19.37 pesos to the dollar; as from the latter year, it 
was applied to only part of the purchases, and exchange 
rates of 50 pesos to the dollar in 1952, 60 in the following 
year and 110 in 1954 were applied to the remaining part. 
Hence the average rates for each of these years were 23, 
34 and 62 pesos, respectively. By the Act of 1955, which 
modified the statute relating to copper, this “returned- 
value” rate of exchange was established at the average 
rate applied to the majority of Chilean exports and be- 
came 200 pesos to the dollar until November 1955, when 
it rose to 300 pesos. 


Various rates of exchange have been in force for other 
exports during the last ten years. Thus a small proportion 
of nitrate shipments was allotted a rate of 19.37 pesos to 
the dollar and the remainder had a more favourable rate; 
agricultural exports, wine, fish and the products of the 


1The fiscal aspects of the exchange system in Chile and their 
connexion with copper mining have received more detailed analy- 
sis in a recent ECLA study. See “3. Some aspects of the infla- 
tionary process in Chile”, Economic Bulletin for Latin America, 
Vol. I, No. 1, January 1956, pp. 43 et seq. 
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small mining companies, on the other hand, enjoyed pr 
erential rates. At the end of 1955, the prevailing rate 
most exports stood at 300 pesos to the dollar and 
free market rate was applied to fish, wines and some 
the iron ore produced by the small and medium min 


companies. 


The selling rates for foreign exchange have freque 
altered during recent years. Between 1948 and 1950, | 
rates varied from 19.47 pesos to the dollar for gs 
government transactions to 43.10 for the majority of 
imports. Essential imports benefited from a rate between 
25.10 and 31.10. Successive devaluations of the peso he 
raised the rate to 110 for imports of sugar, kerosene a 
antibiotics, to 200 for government imports, official - 
ments and some private purchases, and to 300 for 
other imports, except luxury goods which can only 
bought at the free exchange rate. 


As under any similar modus operandi, the fiscal profits 
on exchange controls accrue from the difference bet 
the average purchase rate of the exchange and the ave 
sales rate. But in the case of Chile—perhaps as in 
other country in Latin America—difficulties arise f 
two circumstances which were mentioned previou 
the nature of copper taxation and the monetary over- 
valuation. 


From the fiscal standpoint, Government revenue i 
dollars comes from two very different sources, namely, 
from taxation, and from official exchange purchases f 
the copper companies and the other export sectors. 
both, accounting is done in Chilean pesos, for the form 
at the agreed or official exchange rates already n 
tioned and for the latter at the actual purchase p 
A comparison of the total, in pesos, of this revenue 
the sum, also in pesos, derived from the sale of for 
currencies, gives the exchange differential accruing t 
the Government. (See table 40.) 


The first remark to be made on this procedure aris 
from the method of accounting used for the dollars o 
tained from the copper companies in the form of t 
tion. Since these are not dollars purchased by the 
ernment, it is clear that the rate of exchange appli 
purely for accounting purposes—and even corresponding 
to the official par rate—is conventional or arbitrary, s 
it does not represent the real value of the exchange 
ceived. If a different method of evaluation were adopt 
for accounting purposes, the difference would be small 
and might even be converted into a loss. The sam 
not true of the other exchange operations, including p 
chases from the copper companies of dollars at t 
“returned-value” rate, because, in this case, the “cost” 
of the dollars is expressed by the purchase price. 


The sale price—or the price at which the Government 
sells its foreign exchange—represents the other side 
official exchange operations. This price, even allowing 
for the heavy subsidy on some imports or on officié 
payments, is on the average higher than the purcha 
price or than the accounting rate at which it appears 
fiscal revenue; but, whatever the net result, it is low 
than that corresponding to the real par value based on 
a comparison of the respective purchasing power of the 
peso and the dollar. In other words, there is apparent 
a new exchange differential, that existing between 
sale price and the real par value. This is obviously not 
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Table 40. Chile: 


Total revenue 


excluding Revenue 
implicit from 
Yor dporenahaMa ee 
(A) (B) 
OAS Ries «ae Seas. 17,222 1,964 
LOA G eye aiscececere < Piece eve 16,202 1,346 
Oars Rel e ate! sie Qereeoe 17,542 1,205 
OAD RS is aes OR: 20,857 ave 
OO isis s eee cae 20,847 1,376 
O50! Mereiintrrocu ate de: 3 19,850 1,141 
OO eerererere ears Ae es 21,564 2,204 
ODD Ase cn aa hes tote. 23,034 1,976 
Oo Arrest eyasel weve fovaiieys 22,409 1,467 
SRY Ses Oe eee 19,038 1,046 


Source: Official data. 


tive income which provides a share of fiscal re- 
ces, but will in any event represent what the State 
to gain because it sells the exchange at a price lower 
the par value. Even so, two further reservations must 
ade: firstly, that arising from the similarly artificial 
racter of the purchase or accounting price; secondly, 

deriving from the relative nature of the par value, 
ch is also affected by the exchange system in so far 
he latter influences the level of domestic prices. 


f, despite its drawbacks, this procedure for calcula- 
1 is adopted, it may be seen that the “theoretical” 
fit, or the exchange differential which did not reach 
budget, would have represented more than 20 per 
t of fiscal revenue during the last few years. (See 
in table 40.) 


t is useful, when attempting to assess the subsidy for 
orts, to compare the sale price of foreign exchange 
the rate of the real par value. The relationship be- 
en them will represent the size of the subsidy. Thus, 
subsidy for imports during 1950-53 represented on 
average 47.1 per cent of the price in the case of con- 
mer goods, 38.1 per cent in that of raw materials, 41.1 
r cent in that of fuels and 24.3 per cent in that of 
pital goods.” 


These characteristics of the exchange system in Chile 
> having broad repercussions upon the whole economy, 
ich have already been analysed elsewhere.* At the 
sal level, they take the form of effective budgetary in- 
me, which is mostly derived from the copper-mining 
lustry. In addition, the monetary overvaluation causes 
ransfer of income from copper—and to a small extent 


‘Another criterion might be to compare the exchange rate ap- 
sd to specific imports with the average rate used for all imports. 
vertheless, this procedure would lead to artificial results in the 
e of Chile, given the high proportion of subsidized imports. 
The study mentioned in footnote 1] to this chapter represents 
irst analysis in which the concept of the real par value is ap- 
.d and where references will be found to the methodology used 
e. See also “III. Inflation and anti-inflationary policy. A. The 
mple of Chile”, in the Economic Survey of Latin America, 
4, op. cit. pp. 22-38. 


Fiscal income from exchange differentials? 
(Millions of pesos at 1950 prices) 


ee eerste an laaitns 
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(B) ae Ree Fa 

ate Maha pa eae 
differentials differentials (D) 
(C) (D) (E) (F) 
ll 19,807 2,584 13 
8 19,503 3,301 17 
uf 23,147 5,606 24 
8 26,157 5,300 20 
7 26,885 5,039 19 
6 25,910 6,061 23 
10 26,852 5,287 20 
9 iota att 10,077 30 
6 29,771 7,361 25 
a 24,659 5,621 23 


eee 


® Explicit exchange differentials are the differentials between the selling rates and the effective 
or accounting buying rate of exchange. Implicit exchange differentials are the differentials between 
the selling rates and the calculated purchasing power parity rate of exchange. 


from the nitrate industry—to the community in the form 
of subsidies on consumption. 


This policy of subsidies is to a large extent responsible 
for the crisis through which the system is passing. The 
share of the copper industry’s high productivity trans- 
ferred to the national economy has been used for con- 
sumption rather than investment; and the maintenance 
of subsidies, when copper exports declined sharply, has 
been one of the major reasons for the enormous fiscal 
deficit in Chile and for the accelerated pace of inflation 
during recent years.* 


2. VENEZUELA 


Venezuela has some features in common with Chile as 
a result of the influence of the petroleum industry on the 
national economy. Like copper in Chile, petroleum in 
Venezuela is the basic export activity, its exploitation is 
also in the hands of foreign companies, taxation on petro- 
leum is the main source of fiscal revenue, and the 


4The recovery of these exports, as a result of higher world 
prices for copper, coincided with a radical change in the exchange 
system which was authorized in April 1956. The reorganization 
establishes a free rate of exchange, which fluctuates according to 
supply and demand, and will apply to all imports and exports. 
The system of import licences is abolished, but only those imports 
are permitted which appear in a previously prepared list. An 
annual list of prohibited agricultural exports will also be in force. 
A prior deposit of a percentage of individual purchases abroad 
must be made with the Banco Central by every importer, the per- 
centage depending upon a classified schedule; this deposit may 
exceed 100 per cent. In practice, the exchange differentials thus 
disappear, especially since the exchange accruing from copper 
exports is included in the new system, except during 1956 when 
they will be bought at a rate lower than the anticipated free mar- 
ket rate and up to a value of 30 million dollars. A few imports— 
sugar, tea, yerba mate, kerosene and antibiotics—will continue to 
enjoy an exchange subsidy through the reimbursement which the 
Government will make to importers of the difference between the 
rate of 300 pesos to the dollar and that which the importer must 
pay on the free market. In addition to the “banking exchange 
market”, a further money market is also permitted where foreign 
currencies earned from the tourist trade can be negotiated, as 
well as exchange deriving from capital transfers, profits, dividends 
and interest which are not specifically channelled through the 
banking exchange market. 
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product generated by petroleum represents 31 per cent 
of the gross national product, although it uses a very 
small share of internal productive resources. 


These similarities are accompanied by marked con- 
trasts. Dependence upon a single export is far greater 
in Venezuela; petroleum represents 94 per cent of all 
exports and the demand and price are more stable than 
those of Chilean copper, which has been subject to violent 
fluctuations causing sharp economic disequilibria. Vene- 
zuela has no inflation and the level of domestic prices has 
remained remarkably constant in recent years. 


It is on account of these factors that, despite certain 
common features, Venezuela’s exchange policy differs 
greatly from that of Chile as regards both methods and 
objectives. In the strict sense, there is no exchange con- 
trol in Venezuela, except that the petroleum companies 
are obliged to sell their foreign exchange to the Central 
Bank at a fixed rate in so far as they require funds to 
cover their local currency expenditure. Moreover, foreign 
trade is subject only to restrictions on the import of a 
few article for protection purposes, the prohibition of 
exports of strategic materials to certain countries and 
licences for the export of some commodities considered 
as essential to the national economy. 


The exchange system is thus relatively simple. The 
petroleum companies must sell foreign exchange to the 
Central Bank at the rate of 3.09 bolivars per dollar and, 
if the amount of this exchange exceeds sales made by 
the Bank during the year, the rate of 3,046 is applied 
to the difference. A rate of 3.33 bolivars is in iorce for 
other exports, except coffee and cacao, which enjoy 
preferential rates of 4.80 and 4.25 respectively if their 
world prices fall below a given level; these rates have not 
been applied in recent years, however. The selling rate 
is 3.09 bolivars for official payments and 3.35 for all 
others. 


In all its essential aspects, this system has been in force 
since 1941. Until that date, the disadvantage of the high 
exchange rate resulting from petroleum exports had been 
offset for agriculture by direct subsidies, but the latter 


were abolished when the new system was introduced 
in 194]. 


The exchange differential between the buying and 
selling rates provides the State with a source of revenue 
which has, in recent years, amounted to slightly more 
than 5 per cent of aggregate fiscal resources. (See 


table 41.) 


This income has enabled the State to subsidize coffee 
and cacao exports and, in particular, to increase ordinary 
revenue, This, then, is one of the simplest examples of 
an exchange policy that provides the State with compara- 
tively modest resources which, nevertheless, are by no 
means insignificant in absolute terms. 


3. Braz 


Brazil’s exchange policy differs substantially from that 
of the countries already examined. The outstanding fea- 
ture common to all of them lies in the pronounced con- 
centration of exports in a few products, and in one com- 
modity in particular. But, in the case of Brazil, coffee 
is an agricultural product and is subject not only to 
violent price fluctuations on consumer markets, but also 
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Table 41. Venezuela: Fiscal revenue derived f 
Central Bank profits on exchange 
(Millions of bolivares) 


Profits 

Fiscal on 
Fiscal year revenue exchange 

(A) (B) 
1945) AGs. cue occurs 707 1Bt 
GAG Y/ AT. sree sessterciercte 1,096 44 
LOATYVAS Ses ss « teeters 1,560 76 
1948/4932. cae e re. 1,963 62 
1949/50 oanz oonstreetere 1,896 103 
1950/51 sates sheet 2,126 111 
TO51/ 522 class, aan 2,297 114 
ICEPYVERY JosGooondone 2,371 126 
1953/54o ee cse eee 2,658 134 


Source: Ministry of Finance, Venezuela. 


to the hazards of weather conditions. Moreover, coffee 
growing employs a high proportion of national producti 
resources and has nothing like so high a productivi 
as the Chilean copper industry or the petroleum industt 
in Venezuela. 


Exchange policy is closely linked to the situation of | 
coffee and is adapted to its vicissitudes. As a rule, revenue 
is drawn from the coffee sector for the benefit of o 
activities or of the State itself, but recently, such taxa 
has been reduced as the coffee market has weakened. 
the first instance, the basic export sector has transfe 
income to other sectors, particularly to consumers 
importers and, more recently, to secondary exports. 
the second, particularly since 1953, basic exports 
been subsidized by exchange bonuses accruing from t 
imposed on importers or on the community as a whole. 


The multiple exchange system which had been ii 
force until 1946 was simplified in that year and two rai 
only were established. Between 1948 and the beginni 
of 1953 the basic purchase rate stood at 18.38 cruzeir 
per dollar while the basic selling rate was 18.72 cruzeir 
For some non-essential imports, certain invisible iten 
and some remittances, a rate of 3 per cent above the b 
selling rate was applied; this rose to 8 per cent in 
uary 1952. The restriction of imports during this peri 
was effected through import licences. Despite an incr 
of 100 per cent in domestic prices during the period 
1945-52, those exchange rates were maintained thanks to 
the rise of approximately 135 per cent in coffee prices. 
This improvement in the price of coffee, and the som 
what smaller increase in domestic prices, affected bo 
other exports and imports. Secondary exports, entitl 
“gravosas”, were discouraged, since they were oblig 
to bear the dual burden of a rise in their domestic pro- | 
duction costs and of an exchange rate which was exces 
sively overvalued. ; 


Conversely, imports were encouraged by the overvalua- 
tion and by the abundant means of payment when con- 
trols were slackened with the deliberate aim of increasing. 
supplies from abroad. The low exchange rate did not in 
many cases prevent a rise in the price of imported com _ 
modities on the domestic market and the importer, rather 


than the consumer, thus reaped the benefits of over-_ 
valuation. 


_ It has often been said that during this period the rise 
in coffee prices obscured or camouflaged the overvalua- — 
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of the cruzeiro, which, in point of fact, did not 
en coffee exports, because the world market price 
ufficiently high to provide the coffee sector with ade- 
profits.© They would have been even greater if a 
> realistic exchange rate had been available. It may be 
that the share of the profit which was lost through 
aluation was transferred to other sectors. Secondary 
rts, prices for which were not sufficiently high to off- 
he rise in domestic production costs, suffered effective 
s which also favoured the other sectors. 


is is the type of transfer which the exchange system 
ed up to 1952. The difference between the buying 
selling rate was too small to produce any obvious 
rcussions in the fiscal sphere. 


e halt in the upswing of coffee prices during 1950-52 
the situation of the secondary exports led to the ex- 
ge reforms of 1953. The first of these, introduced 
ebruary, created two markets. There was one of an 
ial character, where the quotations previously fixed 
maintained and which was available to basic ex- 
$, a proportion of secondary exports and essential 
orts. The other was a free market, where quotations 
regulated by supply and demand, and to which the 
aining proceeds of secondary exports and less essen- 
imports had access. During the short period when 
system was in force some changes were made, which 
ost all tended to an extension of the free market in 
ur of other exports, including coffee and cacao to 
e extent. 


e second reform, adopted in October 1953, was more 
ical and is still in force. The most important innova- 

was the creation of an auction market, which 
oned the available exchange among imports, accord- 
to their nature as essential or non-essential, through 
establishment of an exchange quota for each of the 
categories and a basic rate for bids. Under this 
tem certificates are sold which entitle the holder to 
y foreign exchange at the official rate. Hence the real 
25 rate is the sum of the official rate of exchange, the 
‘chase price of the certificate and the transfer tax. 
ports, in turn, are negotiated at the official exchange 
e, plus a bonus or subsidy. 


Several changes have been introduced into this system, 
nprising the transfer of imported goods from one 
egory to another, alterations in the subsidies granted 
j, finally, the introduction of categories for exports 
well. 


The substantial difference between the auction market 
ling rates and the purchase rates fixed for exports has 
,duced a large volume of State Revenue. (See table 42.) 


The size of these resources becomes evident when they 
> compared with those obtained, for instance, from 
stoms duties and with aggregate fiscal revenue. From 
, time the system was introduced until December 1955, 
enue from exchange differentials amounted to 74,316 
lion cruzeiros and export subsidies to 47,614 millions. 
is was possible because, while the exchange rate for 
Fee rose from 23.36 cruzeiros to the dollar in October 


53 to 37.06 in September 1955, and the rate for other 


See Economic Survey of Latin America, 1953 (E/CN.12/358), 
ited Nations publication, Sales No.: 1954.11.G.1, pp. 127 et seq. 
“indication is given there of the reservations to which these 


imates should be subject. 


Table 42. Brazil: Customs duties, exchange differen- 
tials and bonuses to exporters 


(Millions of cruzeiros) 


Custom Exchange oni 
Years duties @ di. Geotels pene 
ODS 8 .natieetes a 1,876 3,987> 1,961> 
1954 Fe asucetae apvae'a 2,994 31,201 15,558 
LOSS arreatene oan 2,898¢ 39,128 30,095 


Source: Superintendency of Currency and Credit, Brazil. 
4 Excludes so-called “extra-budgetary income”. 

> October-December. 

¢ Approximation, based on budget estimates. 


exports from 28.36 to 50.06 cruzeiros, the average auction 
market rates increased from 40.91 to 78.88 cruzeiros 
during the same period. 


The most favoured imports and payments include news- 
print, petroleum, coal and essential machinery, some gov- 
ernment imports—including wheat—and some official 
and private remittances. All of these are negotiated at 
the official exchange rate (18.82 to the dollar), plus a 
varying surcharge. Other imports are assigned to one of 
the five established categories, according to how far they 
are essential for the country’s economic development and 
its supply needs; they are dealt with on the auction 
market under differing conditions. 


Exports, in turn, are classified in four categories, with 
effective exchange rates of 31.50, 37.06, 43.06 and 50.06 
cruzeiros to the dollar, respectively. Coffee was originally 
included in the first category, but was soon transferred 
to the second, in which cacao and cotton, among other 
products, are also included. 


According to the latest modifications in the system, 
the Government will employ the exchange proceeds for 
the following purposes in the order given: (a) payment 
of bonuses to exporters; (b) regularization of the ex- 
change operations carried out for the Treasury before 
the law came into force; (c) long-term financing at low 
interest rates of the modernization of methods of agri- 
cultural production, purchases of products, seed, fertil- 
izers, machinery, etc.® 


Briefly, then, before the 1953 reform, the high price 
of coffee enabled consumption to be subsidized through 
the low exchange rate granted to imports and, in some 
cases, to secondary exports. The small bonus of 5 cru- 
zeiros per dollar granted to coffee during the first year 
that the new exchange law was in force had little effect 
on the transfer mechanism.” But the situation changed 
in 1954, when the deterioration of world prices made it 
essential that coffee and other products should be sub- 
sidized, at least in regard to the official par value of the 
cruzeiro. Government and essential imports continued for 
some time to enjoy the benefits of the exchange subsidy, 
which had practically disappeared by 1955. Hence, the 
whole incidence of exchange taxation fell on the less 
favoured imports, that is to say, upon the consumer. The 


6 From the time when the system was introduced until the end 
of 1954, 6,370 million cruzeiros were used to buy coffee surpluses 
and 2,694 millions for other agricultural loans. (See Banco do 
Brasil, Relatorio de 1954, p. 60.) 

7 Except for imports in the high categories, which ceased to be 


subsidized. 
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gradual removal of subsidies has aggravated the burden 
of this taxation. 


Brazil provides a typical example of the replacement 
of customs duties by exchange taxation, both from the 
point of view of protection and from that of fiscal reve- 
nue. This is evident not only from a comparison of the 
yields of the different sources of revenue, but also from 
the fact that customs tariffs have remained unmodified 
for many years. 


4, ARGENTINA 


Argentina’s exports are far more diversified than those 
of the other three countries examined in this chapter. But 
the relatively varied commodities which comprise the 
majority of its sales abroad are all agricultural products. 
Hence diversification does not prevent the fluctuations re- 
sulting from weather conditions which frequently affect 
the major sectors, nor those arising from changes in 
world demand and prices, which are often common to 
nearly all these commodities. External factors, and others 
deriving from economic policy or industrialization, have 
brought about a gradual but persistent decline in agri- 
cultural activity. This is reflected in the reduction of the 
area sown, a phenomenon which has been analysed in 
earlier studies.® 


The vicissitudes of the crop and livestock sector, which 
constitutes the basis not only of the capacity to import but 
also of the whole of Argentina’s economy, have deter- 
mined the main features of its exchange system and vice 
versa. At times, the system was aimed at protecting rural 
activities through the granting of preferential exchange 
rates, at others, the objective was to tax excess profits 
for the benefit of other sectors of the community. Market 
instability also led in 1946 to the creation of the Instituto 
Argentino para la Promocion del Intercambio (IAPI), 
whose work from that date was closely linked to exchange 
policy. 

Exchange controls and fiscal profits derived from dif- 
ferential rates already have a tradition in Argentina. 
Until 1939, the prevailing system gave preferential treat- 
ment to secondary exports or those shipped to neighbour- 
ing countries and permitted exporters to dispose freely of 
their earnings. Imports were subject to licensing, prior- 
ities being given to essential goods or government im- 
ports. Multiple exchange rates were established in 1935, 
while in 194] the auction or bidding system was intro- 
duced. This policy remained practically unchanged until 
October 1949, when imports were divided into five cate- 
gories, the last of which was negotiated on the exchange 
auction market; the rates varied from 3.73 pesos per 
dollar to 12.53, the most favourable rate being that ap- 
plied to fuels. Exchange rates for exports ranged from 
3.35 to 8.98 pesos, the lowest being assigned to regular 
or basic exports. 


The system was simplified in August 1950, when the 
number of basic rates was reduced to two—5.00 and 7.50 
pesos per dollar—plus a so-called free rate, which was 
nevertheless officially controlled and which fluctuated 
around 14 pesos per dollar. The principle of assigning 
the lowest rates to basic exports® and to the more essen- 


8 Apart from recent Economic Surveys, see “The situation in 
Argentina and the new economic policy”, Economic Bulletin of 
Latin America, op. cit., pp. 26 et seq. 


9 There were exceptions, wool, for example. 
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tial imports, and of fixing the highest rates for second 
and luxury imports, remained the same. The simplif 
tion was only on the surface, since various combinati 
of the exchange rates were made, by applying th 
percentages of the different goods; a multiplicity of 
thus appeared, even though regular imports continued 
be negotiated at 5 pesos to the dollar. This was the y 
vailing system until it was abolished in 1955. The mai 
of exchange proceeds reached high figures in some yea 
when it exceeded revenue from other traditional 
sources. 


The drop in world prices and other circumstances 1 
favourable to the basic export trade caused this margj 


almost to disappear in 1953-54, (See table 43.) 


Table 43. Argentina: Tax income, exchange margin, 
internal taxes and property taxation 


(Millions of pesos) 


Consolidated 
Aggregate Exchange internal 
Years tax income margin taxes 
L945 5 Gctartee erate 1,610 98 352 
1946 coat 1,973 227 402 
BAS Y: ary Settee 3,793 663 502 
1948 cre orecuse.ce 4,625 613 603 
[94D F oats esse 5,074 407 662 
IEDR eae coe elo 49 881 
JOS ae ccetrctecrers 10,826 1157 1,745 
LOG 2 rate meters 12,958 778 2,008 
L953 arastere saree 12,541 6 2,028 
VOSA: tees. 8 oe axeys 81 2,550 


Source: Official data. 


It is difficult to understand the working of the system 
without a reference to the minimum prices fixed by 
Government for the purchase of certain products. Th 
prices were established by IAPI on the basis of wo 
prices and the overvalued exchange rates; they thus af- 
fected the position of the agricultural sector. In favour- 
able years, the exchange rate led to the establishment of 
prices which annulled a large proportion of the farmers’ 
profits. In unfavourable years, the new prices gave only 
slight relief, which in many cases was merely transitory. 
World prices directly affected IAPI, a marketing organi- 
zation which at first made good profits, but later experi 
enced losses that had to be financed by inflationary 
methods. Such losses were recorded in several years, but 
were particularly heavy in 1953 and 1954. (See table 44.) 


Table 44. Argentina: Losses of IAPI in marketijn 
crop and livestock commodities 


(Millions of pesos) 


if 


q 


1953 195: 

Crop commodities and by-products........ 1,304 2,9 
Livestock commodities and by-products..... 517 618 
Tora, 1,82] 3,569 


Source: Annual reports of LAPT. 


These losses display a peculiar feature. They were 
incurred by an official institution which resorted to credit 
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1 public banking institutions; these, in their turn 
ined credit from the Central Bank, another official 
n. The inflationary pressure provoked by the creation 
is additional money supply meant that it was in fact 


Years Total phe 
GAO Pecos scteione shayssiepaeh hore hae 143 2 
UGE Boe oeee Ge COGS eee 159 — 
MOS Uirvarnionsis\suc: 0: 9¥0, Sus AGEs 322 28 
MOS Derr tslepece Gis 4:5 «occa. esis 321 —_— 
Oh. soaieetccame eens 363 22 
OS See eee sis's cicie a's ee 6 541 2a 


Source: Annual reports of IAPI. 

8 Paid to sheep herders. 

b Subsidies for production and the industry. 
¢ Exports of dairy products. 


wo remarks are pertinent here. First, the advantages 
an apparently remunerative price or of a subsidy 
e to a large extent neutralized by the higher exchange 
s at which the very sectors benefiting from such meas- 
s were obliged to negotiate their purchases of imports. 
ond, IAPI’s profit or loss was derived not only from 
exchange rate but also from the ratio between the 
chase and sale prices of the products concerned. 


e monetary overvaluation had a more direct effect 
producers of export goods for which there were no 
imum official prices.'° 


his very brief review of Argentina’s exchange system 
ows some conclusions to be drawn as to its fiscal as- 
ts. In the first place, profits from exchange differen- 
s were incorporated into the ordinary revenue of the 
te without being earmarked for any specific purpose. 
reover, the profits obtained by IAPI, an official 
ency, were derived not only from currency overvalua- 
n, but also from negotiations carried out by this insti- 
e, including imports. Because the situation changed 
a result of world prices and demand, the profit disap- 
ared and the marketing of the harvests led to heavy 
sses for IAPI. The overvalued exchange rate for basic 
ports allowed more advantageous rates to be accorded 
“minor exports, even if such rates were lower than 
ose of the real par value. Currency overvaluation fa- 
yured imports, but only in a few cases was the benefit 
ynverted into an advantage for the consumer, since the 
rofit very frequently remained in the hands of middle- 


en and the whole system contributed to accelerated 
flation and a higher cost of living. 


In favourable years, therefore, the agricultural sector 
as burdened with exchange taxation for the benefit of 
e State, of other exporting sectors, of middlemen deal- 
g with imports and, in only a few cases—such as fuels 
id newsprint, for example—of the consumer. The situa- 
on in recent years, when world prices have been low, 
1s strengthened the role of exchange policy in taxation. 


On the other hand, overvaluation has created a subsidy 
x imports of fuels and capital goods, which have ab- 


10In some cases compensation was provided in the form of 
rect subsidies. 


Domestic 


the community that was ultimately obliged to bear the 
losses through inflation, while no effective benefits ac- 
crued to the farmer. The same is true of the subsidies 
which IAPI granted to various activities. (See table 45.) 


Table 45. Argentina: IAPI subsidies to the private sector 


(Millions of pesos at current prices) 
a ea a eee 


Refrigera- Domestic 

meat con- tion edible oil Flour 

sumption plants consumption mills Others 
69 8 23 35 6 
~- 132 — 6 20 
—— 297 — — 23} 
-- 264 —- 32b 25 
52¢ 309 — — —= 
60¢ 467 ll -— 1 


sorbed a greatly increased share of aggregate imports 
during the last ten years.1! 


The exchange reform of 28 October 1955 sanctioned a 
sharp devaluation of the national currency, by raising the 
official rate to 18 pesos per dollar, and established a free 
market. The first of these measures was applicable to 
basic and other less important exports, as well as to 
essential imports; and the second to all other exports and 
imports./* 


The official rate was thus placed on a more realistic 
level and, if it represents the dollar purchasing power of 
the peso, will abolish the taxation through the exchange 
rate which was formerly borne by exports. But another 
burden has appeared, which is more specifically in the 
nature of taxation; the Government has established a “‘re- 
tention” on the official rate, which varies from 10 to 25 
per cent. There are thus five effective rates, the lowest 
“retention” affecting exports of grain, oilseeds and other 
less important products. Mining products, tanned hides 
and some fibres enjoy the full benefit of the official rate. 


There are similar surcharges on certain imports, which 
in some cases, such as that of passenger cars, are ex- 
tremely high. 


Retentions from exporters and importers form the Eco- 
nomic Rehabilitation Fund, which is used to finance tech- 
nological and economic improvements in agriculture and 
to pay whatever subsidies may have to be granted in 
order to mitigate the possible effects of the devaluation 
upon production costs. 


It is clear that the fiscal repercussions of exchange 
policy are intensified by this latter part of the new system. 
The retentions and surcharges mentioned here in fact 
represent taxation. In some cases they affect the excess 
profits which may, at least over the short term, arise 
through currency devaluation, while in others they weigh 


11 Since the percentages of imports of these goods relate to a 
decreasing volume of aggregate imports, their contribution to in- 
dustrialization has been slight. (See also the article mentioned in 
footnote 8.) 

12 For other aspects and details of the exchange reform in Ar- 
gentina, see the article mentioned in footnote 8. 
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upon the consumption of imported non-essential or lux- 
ury goods. 


The funds obtained by these means are set aside for 
purposes closely linked to the promotion of economic de- 
velopment. Exchange facilities granted for the entry of 
foreign capital, in either physical or monetary form, are 
for a similar purpose. Foreign exchange from this source 
can be negotiated on the free market. Moreover, all 
obstacles to the remitting of profits or the repatriation 
of capital have been removed in the case of funds invested 
since 30 June 1955. 


5. OTHER COUNTRIES 


Except for those few instances where no exchange con- 
trols are in force—Peru, for instance—exchange systems 
in the other countries of the region share some features 
of those prevailing in the four countries just dealt with, 
which, as noted, are the most typical or representative. 


The establishment of an exchange margin fund is com- 
mon to the majority of the countries. In most cases, the 
fund is supplied from the differentials between multiple 
rates; in others, like that of Cuba, its resources accrue 
from taxes on certain foreign currency transactions, In 
some of the countries—Cuba, Nicaragua and Paraguay, 
for example—exchange resources enter the budget 
without being earmarked for any special purpose, al- 
though a share is devoted to the amortization of loans 
in Cuba and to public works in Nicaragua. In Colombia, 
30 per cent of the so-called “coffee differential”—which 
was eliminated in 1955—entered the budget, while the 
remainder was transferred to the Federacién de Cafeteros 
for investment in agricultural development. 


As a consequence of the successive currency devalua- 
tions in 1948, 1949 and 1954, Mexico introduced taxes on 
exports aimed at mitigating the inflationary effects of 
devaluation and reducing the profits arising from it. From 
the fiscal angle, the tax in this case had the same effect 
as multiple exchange rates. 


The revenue obtained by Ecuador from the exchange 
control system has been applied to a number of develop- 
ment objectives and also to subsidies, Between 1944 and 
1953 funds entering the budget amounted to only 32 per 
cent of the full value collected under this item. 


The revenue derived from the exchange margin in 
these other countries is by no means insignificant. Thus, 
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in Cuba it amounted to 4 per cent of aggregate bud; 
revenue in 1953-54, and, given the variety of taxes, r 
enue from exchange differentials compares favoural 
with that accruing from many of the other sources, 
Nicaragua, exchange surcharges and differentials yield 
larger proceeds than income tax in 1954-55. The expor 
tax adopted in Mexico provided 939.1 million pesos 
1954 and was of great help in covering fiscal requir 
ments swollen by devaluation. It is estimated thai 
Ecuador the receipts from taxes on import permi 
amounted to over 360 million sucres between Decembh 
1950 and the same month in 1953. 


Methods used for control and for taxation are n¢ 
always identical. But, as in the countries previousl 
considered, exchange policy is carried out in these oth 
cases through multiple rates and through export or in 
port taxes in the form of exchange surcharges. In an 
event, these are all explicit or concealed ways of estah 
lishing exchange rate differentials and their adoptioi 
depends upon the ends in view. The classification of im 
ports by categories, according to the extent to whid 
they are essential, and the application of varying ex 
change rates are perhaps the most common features, 


| 


Differential treatment of exports, as a means to thei 
diversification, has also appeared in all of these coun 
tries; trade policy has thus been obliged to take the 
position of the basic groups very carefully into account 
and to adapt itself to fluctuations in world prices and 
markets. In this sense, the exchange problems of Col 
bia, for instance, are very similar to those of Brazil, si 
both countries export coffee. In 1951, Colombian co: 
exports were negotiated at exchange rates lower than 
the official par value, but the reform in 1955 removed 
this burden, which had been modified on several occa- 
sions in the interim. Exchange policy in Colombia has 
also been combined with taxes on exports of the coun 
try’s basic commodity, as in the case of Brazil, or with 
the fixing of minimum prices, as in Argentina. 


Events in Colombia emphasize the fact that the ex 
change system has also been enlisted in the service of an 
import replacement policy, the most recent step in this 
direction being the stamp tax, which acts as an exchange 
surcharge that varies according to the category of the 
imports concerned.1% 


13 For a full discussion of Colombia’s exchange policy, see 
chapter V of The Economic Development of Colombia (E/CN.12/. 
365), to be published in the near future. ' 
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